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AGRICULTURAL  CREDIT  EQUITY  ACT  OF  1993 


THURSDAY,  OCTOBER  28,  1993 

House  of  Representatives, 
Subcommittee  on  Environment,  Credit, 

AND  Rural  Development, 
Committee  on  Agriculture, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  call,  at  10:10  a.m.,  in  room 
1300,  Longworth  House  Office  Building,  Hon.  Glenn  English  (chair- 
man of  the  subcommittee)  presiding. 

Present:  Representatives  Long,  Clayton,  Minge,  Barlow, 
Pomeroy,  Holden,  McKinney,  Thurman,  Sarpalius,  Farr,  Gunder- 
son,  Allard,  Barrett,  Nussle,  and  Pombo. 

Also  present:  Representative  Dooley,  member  of  the  committee. 

Staff  present:  Glenda  L.  Temple,  clerk;  Dale  Moore,  minority  leg- 
islative coordinator;  James  E.  McDonald;  Teresa  Gruber,  Joe 
Dugan,  Perri  D'Armond,  and  David  Ebersole. 

OPENING  STATEMENT  OF  HON.  GLENN  ENGLISH,  A  REP- 
RESENTATIVE IN  CONGRESS  FROM  THE  STATE  OF  OKLA- 
HOMA 

Mr.  English.  The  hearing  will  come  to  order. 

Today  the  subcommittee  will  hear  testimony  on  H.R.  2211,  the 
Agricultural  Credit  Equity  Act  of  1993,  which  was  introduced  ear- 
lier this  year  by  our  colleague  Hon.  Cal  Dooley  of  California  who 
has  been  kind  enough  to  join  us  this  morning. 

H.R.  2211  would  remove  or  alleviate  obstacles  which  prevent 
farmers  who  farm  in  areas  with  high  land  values  and  operating 
costs  from  participating  in  the  Farmers  Home  Administration's 
guaranteed  farm  loan  programs.  Because  of  the  labor  intensive  na- 
ture of  many  of  these  farms,  they  violate  the  Farmers  Home  Ad- 
ministration's definition  of  a  family  farm,  even  though  they  may  be 
family  owned  and  operated. 

Although  these  obstacles  to  participating  in  the  FmKLA.'s  guaran- 
teed farm  loan  programs  have  often  been  referred  to  as  the  "Cali- 
fornia problem,"  similar  situations  do  exist  in  other  areas  of  the 
Nation.  I  am  looking  forward  today  to  testimony  about  this  particu- 
lar situation. 

[H.R.  2211  follows:] 


(1) 


103d  congress 
1st  Session 


H.R.2211 


To  amend  the  Consolidated  Farm  and  Rural  Development  Act  to  provide 
greater  access  to  credit  for  family  farmers  who  grow  specialty  crops 
or  operate  in  high  land  cost  areas,  and  for  other  purposes. 


IN  THE  HOUSE  OF  REPRESENTATIVES 

May  20,  1993 

Mr.  DoOLEY  (for  himself  and  Mr.  PoMBO)  introduced  the  following  bill;  which 

was  referred  to  the  Committee  on  Agriculture 


A  BILL 

To  amend  the  Consolidated  Farm  and  Rural  Development 
Act  to  provide  greater  access  to  credit  for  family  farmers 
who  grow  specialty  crops  or  operate  in  high  land  cost 
areas,  and  for  other  purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  SECTION  1.  SHORT  TITLE. 

4  This  Act  may  be  cited  as  the  "Agricultural  Credit 

5  Equity  Act  of  1993". 


2 

1  SEC.   2.   INDEXATION  OF   GUARANTEED   LOAN  LIMITS  IN 

2  COUNTIES     WITH     ABOVE     AVERAGE     LAND 

3  COSTS. 

4  (a)  Guaranteed  Real  Estate  Loans. — Section 

5  305  of  the  Consolidated  Farm  and  Rural  Development  Act 

6  (7  U.S.C.  1925)  is  amended— 

7  (1)  by  inserting  "(a)"  before  "The  Secretary 

8  shall  make"; 

9  (2)  by  inserting  "multiplied  by  the  adjustment 

10  factor  calculated  under  subsection  (b)  for  the  area  in 

11  which  the  borrower  is  located"  after  "$300,000"; 

12  and 

13  (3)  by  adding  at  the  end  the  following: 

14  "(b)(1)  Upon  the  enactment  of  this  subsection,  and 

15  not  later  than  the  date  any  Census  of  Agriculture  is  com- 

16  pleted,  the  Secretary  shall  calculate — 

17  "(A)  the  average  value  of  land  and  buildings  in 

18  each  defined  area  in  the  United  States;  and 

19  "(B)  the  adjustment  factor  for  each  such  area 

20  in  accordance  with  paragraph  (2). 

21  "(2)  The  adjustment  factor  for  any  defined  area  shall 

22  be  1.00,  plus  an  amount  that  is  directly  proportional  to 

23  the  percentage  (if  any)  by  which  the  average  value  of  land 

24  and  buildings  in  the  defined  area  exceeds  the  average 

25  value  of  land  and  buildings  in  the  United  States.  The  Sec- 
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1  retary  shall  determine  the  proportion  to  be  used  in  cal- 

2  dilating  adjustment  factors  under  this  subsection. 

3  "(3)  As  used  in  paragraph  (1),  the  term  'defined 

4  area'  means — 

5  **(A)  a  county;  and 

6  "(B)  any  other  area  if  the  Secretary  deems  it 

7  appropriate  to  calculate  a  separate  ac^ustment  fac- 

8  tor  for  the  area  to  better  serve  the  credit  needs  of 

9  family  farms  in  the  area.". 

10  (b)  Guaranteed  Operating  Loans. — Section  313 

1 1  of  such  Act  (7  U.S.C.  1943)  is  amended— 

12  (1)  by  inserting  "(a)"  before  "The  Secretary 

13  shall  make"; 

14  (2)  by  inserting  "multiplied  by  the  adjustment 

15  factor  calculated  under  subsection  (b)  for  the  area  in 

16  which  the  borrower  is  located"   after  "$400,000"; 

17  and 

18  (3)  by  adding  at  the  end  the  following: 

19  "(b)(1)  Upon  the  enactment  of  this  subsection,  and 

20  not  later  than  the  date  any  Census  of  Agriculture  is  com- 

21  pleted,  the  Secretary  shall  calculate — 

22  "(A)  the  average  value  of  land  and  buildings  in 

23  each  defined  area  in  the  United  States;  and 

24  "(B)  the  adjustment  factor  for  each  such  area 

25  in  accordance  with  paragraph  (2). 
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1  "(2)  The  a(^ustment  factor  for  any  defined  area  shall 

2  be  1.00,  plus  an  amount  that  is  directly  proportional  to 

3  the  percentage  (if  any)  by  which  the  average  value  of  land 

4  and  buildings  in  the  defined  area  exceeds  the  average 

5  value  of  land  and  buildings  in  the  United  States.  The  Sec- 

6  retary  shall  determine  the  proportion  to  be  used  in  cal- 

7  culating  adjustment  factors  under  this  subsection. 

8  "(3)  As  used  in  paragraph  (1),  the  term  'defined 

9  area'  means — 

10  "(A)  a  county;  and 

11  "(B)  any  other  area  if  the  Secretary  deems  it 

12  appropriate  to  calculate  a  separate  adjustment  fac- 

13  tor  for  the  area  to  better  serve  the  credit  needs  of 

14  family  farms  in  the  area.". 

15  (c)  Elimination  of  Ceiling  on  Price  of  Prop- 

16  ERTY  Which  May  Be  Acquired  Under  the  Down 

17  Payment  Loan  Program. — Section  310E  of  such  Act  (7 

18  U.S.C.  1935)  is  amended— 

19  (1)  in  subsection  (b)(1),  by  inserting  "the  lesser 

20  of  $75,000,  or"  before  "30";  and 

21  (2)  in  subection  (c),  by  striking  paragraph  (2) 

22  and  redesignating  paragraph  (3)  as  paragraph  (2). 
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1  SEC.  3.  HIRED  LABOR  LIMITS. 

2  (a)  Real  Estate  Loans. — Section  302  of  the  Con- 

3  solidated  Farm  and  Rural  Development  Act  (7  U.S.C. 

4  1922)  is  amended  by  adding  at  the  end  the  following: 

5  "(c)(1)  The  primary  factor  to  be  considered  in  deter- 

6  mining  whether  an  applicant  for  a  loan  under  this  subtitle 

7  is  engaged  primarily  and  directly  in  farming  or  ranching 

8  shall  be  whether  the  applicant  is  participating  in  routine, 

9  ongoing  farm  activities,  and  in  overall  decisionmaking  with 

10  regard  to  the  farm  or  ranch. 

11  "(2)  The  Secretary  may  not  deny  a  loan  under  this 

12  subtitle  solely  because  more  than  2  individuals  are  em- 

13  ployed  full-time  in  the  farming  operation  for  which  the 

14  loan  is  sought.". 

15  (b)  Operating  Loans. — Section  311  of  such  Act  (7 

16  U.S.C.  1941)  is  amended  by  adding  at  the  end  the  foUow- 

17  ing: 

18  "(d)(1)  The  primary  factor  to  be  considered  in  deter- 

19  mining  whether  an  applicant  for  a  loan  under  this  subtitle 

20  is  engaged  primarily  and  directly  in  farming  or  ranching 

21  shall  be  whether  the  applicant  is  participating  in  routine, 

22  ongoing  farm  activities,  and  in  overall  decisionmaking  with 

23  regard  to  the  farm  or  ranch. 

24  "(2)  The  Secretaiy  may  not  deny  a  loan  under  this 

25  subtitle  solely  because  more  than  2  individuals  are  em- 
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1  ployed  full-time  in  the  farming  operation  for  which  the 

2  loan  is  sought.". 

3  (c)  Emergency  Loans. — Section  321  of  such  Act  (7 

4  U.S.C.  1961)  is  amended  by  adding  at  the  end  the  foUow- 

5  ing: 

6  "(e)(1)  The  primary  factor  to  be  considered  in  deter- 

7  mining  whether  an  applicant  for  a  loan  under  this  subtitle 

8  is  engaged  primarily  and  directly  in  farming  or  ranching 

9  shall  be  whether  the  applicant  is  participating  in  routine, 

10  ongoing  farm  activities,  and  in  overall  decisionmaking  with 

1 1  regard  to  the  farm  or  ranch. 

12  "(2)  The  Secretary  may  not  deny  a  loan  under  this 

13  subtitle  solely  because  more  than  2  individuals  are  em- 

14  ployed  full-time  in  the  farming  operation  for  which  the 

15  loan  is  sought.". 

16  SEC.  4.  AVAILABILITY  OF  CREDIT  ELSEWHERE. 

17  Sections  302(a)(4)  and  311(a)(4)  of  the  Consolidated 

18  Farm  and  Rural  Development  Act  (7  U.S.C.  1922(a)(4) 

19  and  1941(a)(4))  are  each  amended  by  inserting  "and  the 

20  availability  of  conventional  sources  of  funds  for  lending  to 

21  agricultural  producers  in  the  community"  before  the  pe- 

22  riod. 

23  SEC.  5.  GROWER-SHIPPER  AGREEMENTS. 

24  (a)  Real  Estate  Loans. — Section  302  of  the  Con- 

25  soUdated  Farm  and  Rural  Development  Act  (7  U.S.C. 
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1  1922)  is  amended  by  adding  after  the  subsection  added 

2  by  section  3(a)  of  this  Act  the  following: 

3  "(d)  This  section  shall  not  be  construed  to  prohibit 

4  the  Secretary  from  making  a  loan  under  this  subtitle  to 

5  an  applicant  therefor  who  has  entered  into  an  agreement 

6  with  a  shipper  of  perishable  commodities  under  which  the 

7  applicant  and  the  shipper  share  in  the  proceeds  of  the  sale 

8  of  an  agricultural  commodity  if — 

9  "(1)  in  the  absence  of  such  an  agreement,  the 

10  appUcant  could  not  easily  market  the  agricultural 

11  commodity,   or  could  not  market  the   agricultural 

12  commodity  without  incurring  significant  additional 

13  risk;  and 

14  "(2)  the  agreement  is  clearly  beneficial  to  the 

15  applicant.". 

16  (b)  Operating  Loans. — Section  311  of  such  Act  (7 

17  U.S.C.  1941)  is  amended  by  adding  after  the  subsection 

18  added  by  section  3(b)  of  this  Act  the  following: 

19  "(e)  This  section  shall  not  be  construed  to  prohibit 

20  the  Secretary  from  making  a  loan  under  this  subtitle  to 

21  an  appUcant  therefor  who  has  entered  into  an  agreement 

22  with  a  shipper  of  perishable  commodities  under  which  the 

23  applicant  and  the  shipper  share  in  the  proceeds  of  the  sale 

24  of  an  agricultural  commodity  if — 
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1  "(1)  in  the  absence  of  such  an  agreement,  the 

2  applicant  could  not  easily  market  the  agricultural 

3  commodity,   or  could  not  market  the  agricultural 

4  commodity  without  incurring  significant  additional 

5  risk;  and 

6  "(2)  the  agreement  is  clearly  beneficial  to  the 

7  applicant.". 

8  (c)  Emergency  Loans. — Section  321  of  such  Act  (7 

9  U.S.C.  1961)  is  amended  by  adding  after  the  subsection 

10  added  by  section  3(c)  of  this  Act  the  following: 

11  "(f)  This  section  shall  not  be  construed  to  prohibit 

12  the  Secretary  from  making  a  loan  under  this  subtitle  to 

13  an  appUcant  therefor  who  has  entered  into  an  agreement 

14  with  a  shipper  of  perishable  commodities  under  which  the 

15  appUcant  and  the  shipper  share  in  the  proceeds  of  the  sale 

16  of  an  agricultural  commodity  if — 

17  "(1)  in  the  absence  of  such  an  agreement,  the 

18  applicant  could  not  easily  market  the  agricultural 

19  commodity,   or  could   not   market   the   agricultural 

20  commodity  without  incurring  significant  additional 

21  risk;  and 

22  "(2)  the  agreement  is  clearly  beneficial  to  the 

23  applicant.". 
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1  SEC.  6.  EUGmiLITY  FOR  EMERGENCY  LOANS. 

2  Section  321(a)(2)(B)  of  the  Consolidated  Farm  and 

3  Rural    Development   Act    (7    U.S.C.    1922(a)(2)(B))    is 

4  amended  by  inserting  "or,  in  the  ease  of  holders  of  the 

5  entire  interest  who  are  related  by  blood  or  marriage  and 

6  all  of  whom  are  or  will  become  farm  operators,  the  owner- 

7  ship  interest  of  each  such  holder  separately  constitutes  not 

8  larger  than  a  family  farm,  even  if  their  interests  coUec- 

9  tively  constitute  larger  than  a  family  farm,  as  defined  by 

10  the  Secretary"  after  "operator  of  not  larger  than  a  family 

11  farm". 

o 
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Mr.  English.  Mr.  Barlow,  do  you  have  a  statement  this  morn- 
ing? 

Mr.  Barlow.  No  statement,  Mr.  Chairman.  I  just  want  to  wel- 
come the  witnesses,  and  please  convey  to  the  Secretary  our  appre- 
ciation in  western  Kentucky  for  the  tremendous  job  the  Depart- 
ment is  doing  and  he  is  doing  as  leader  of  the  Department.  We  ap- 
preciate it  very  much. 

Thank  you. 

Mr.  English.  Mr.  Pombo,  do  you  have  a  statement  this  morning? 

Mr.  Pombo.  Yes,  Mr.  Chairman,  I  do.  At  this  time,  I  would  yield 
to  my  colleague  from  California,  Mr.  Dooley  and  allow  him  the  op- 
portunity to  start. 

Mr.  English.  I  am  going  to  give  Mr.  Dooley  the  opportunity  as 
soon  as  we  go  through  the  members  of  the  subcommittee.  If  you 
would  like  to  continue  now,  this  would  be  a  good  time  to  do  it. 

OPENING  STATEMENT  OF  HON.  RICHARD  W.  POMBO,  A  REP- 
RESENTATIVE IN  CONGRESS  FROM  THE  STATE  OF  CALIFOR- 
NIA 

Mr.  Pombo.  I  would  like  to  start  off  saying  that  I  am  happy  to 
join  my  colleague,  Mr.  Dooley,  as  an  original  cosponsor  of  H.R. 
2211,  the  Agricultural  Credit  Equity  Act  of  1993,  which  addresses 
a  very  real  need  in  the  area  of  credit  in  rural  America. 

Unfortunately,  at  the  present  time,  the  FmHA  program  does  not 
adequately  address  the  credit  needs  in  the  rural  areas  of  this  coun- 
try, areas  like  my  district  in  California.  The  reason  for  this  is  that, 
in  many  such  rural  areas,  the  credit  limits  are  simply  too  low.  With 
a  present  limit  of  $400,000  on  operating  loans  and  $300,000  on 
farm  ownership  loans,  the  program  simply  does  not  address  the 
needs  of  the  agricultural  areas  with  relatively  high  land  values  as 
well  as  operating  and  production  costs. 

This  bill  will  direct  the  Secretary  of  Agriculture  to  develop  an  in- 
dexing system  to  allow  for  higher  loan  limits  in  areas  where  oper- 
ating costs  and  land  values  presently  exceed  current  limits.  All  of 
those  who  represent  rural  areas  know  of  the  special  hardships  and 
challenges  facing  these  regions  today. 

I  am  glad,  today,  to  offer  my  enthusiastic  support  for  this  legisla- 
tion because  I  believe  it  will  provide  us  with  the  opportunity  to 
make  a  real  difference  to  these  communities  and  our  rural  Ameri- 
cans by  allowing  for  greater  participation  in  the  program  and 
greater  access  to  the  credit  they  desperately  need. 

Thank  you. 

Mr.  English.  Thank  you.  Mrs.  Thurman. 

Mrs.  Thurman.  Mr.  Chairman,  I  have  to  go  to  another  commit- 
tee, but  I  want  the  subcommittee  to  know  that  after  receiving  the 
bill,  we  sent  it  to  our  Florida  representatives  with  Florida  Home 
Administration,  and  I  have  given  that  to  Mr.  Dooley  to  look  at  and 
to  comment  on  any  of  the  suggestions  that  our  Farmers  Home  Ad- 
ministration had  made. 

He  said  that  he  would  look  at  it  and  give  us  a  response  later  on, 
just  to  make  sure,  because  this  is  a  big  country  with  a  lot  of  dif- 
ferent issues  concerning  farmers,  that  we  make  sure  that  we  are 
flexible  enough  to  meet  all  concerns. 

Mr.  English.  Mr.  Farr. 
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OPENING  STATEMENT  OF  HON.  SAM  FARR,  A  REPRESENTA- 
TIVE IN  CONGRESS  FROM  THE  STATE  OF  CALIFORNIA 

Mr.  Farr.  Thank  you,  Mr.  Chairman. 

I  have  two  other  committees  that  I  am  supposed  to  be  at,  at  the 
same  time,  and  I  am  also  looking  forward  to  the  testimony  today 
on  this  piece  of  legislation  which  I  enthusiastically  cosponsor. 

Two  points  that  I  think  we  must  address  as  we  try  to  manage 
programs  from  the  Washington  sides,  and  that  is,  one,  to  develop 
an  indexing  system  so  that  we  don't  have  a  cookie-cutter  approach 
across  this  country  to  a  great  problem  and  run  into  the  difficulties 
we  have  in  administering  the  existing  law  now  as  it  applies  to 
small  farmers  in  California  who  very  much  need  access  to  the  cap- 
ital that  is  provided  by  this  program. 

I  would  also  like  to  point  out  that  we  now  have  a  program  that 
has  such  an  indexing  system  at  the  Federal  level,  it  is  the  Federal 
Housing  Administration.  What  I  think  the  author  is  trying  to  sug- 
gest here  is  that  we  can  develop  a  more  rational,  more  equitable, 
and  fairer  system  of  providing  access  to  capital  if  we  will  look  at 
different  approaches  such  as  modeled  in  the  Federal  Housing  Ad- 
ministration. 

I  look  forward  to  the  witnesses  this  morning  and  to  working  with 
this  subcommittee  on  this  piece  of  legislation. 

Mr.  English.  Thank  you. 

Mr.  Sarpalius. 

Mr.  Sarpalius.  No  statement,  Mr.  Chairman. 

Mr.  English.  I  am  happy  to  recognize  the  author  of  this  legisla- 
tion, Mr.  Dooley,  of  California. 

OPENING  STATEMENT  OF  HON.  CALVIN  M.  DOOLEY,  A  REP- 
RESENTATIVE  IN  CONGRESS  FROM  THE  STATE  OF  CALI- 
FORNIA 

Mr.  Dooley.  Thank  you,  Mr.  Chairman.  Thank  you  for  having 
this  hearing.  I  also  want  to  welcome  all  the  people  that  have  come 
from  quite  a  distance  to  testify  on  this  issue.  I  think  we  will  find 
as  we  listen  to  the  testimony  that  we  are  faced  with  the  inability 
for  many  farmers  in  many  parts  of  the  country  to  utilize  the  FmHA 
lending  programs. 

The  legislation  that  I  introduced  along  with  other  cosponsors  is 
an  attempt  to  create  greater  flexibility  in  terms  of  the  indexing  of 
the  loan  values  so  that  we  can  give  the  opportunity  for  farmers 
who  are  farming  in  high  land  value  areas  that  are  farming  higher 
valued  crops  which  require  higher  operating  loans  the  opportunity 
to  have  access  to  credit. 

I  know  the  chairman  is  fully  aware  of  some  of  the  struggles  that 
farmers  throughout  this  country  have  been  having  to  access  credit 
and  what  the  FmHA  program  does,  open  up  avenues  to  credit  to 
farmers  who  want  to  be  successful  that  otherwise  are  precluded 
from  opportunity. 

We  are  going  to  deal  with  what  I  think  is  a  new  era  in  agri- 
culture. We  have  a  lot  of  farms  that  are  employing  different  prac- 
tices that  result  in  a  constitution  that  is  different  than  what  our 
traditional  family  farm  was  perceived  to  be.  That  is  why  we  are 
getting  at  the  family  farm  definition,  one  which  I  think  will  recog- 
nize that  some  of  our  labor-intensive  farms  require  more  employees 
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and  we  think  their  needs  to  be  a  broadening  of  the  definition  of 
what  constitutes  a  family  farm. 

Right  now  in  California,  in  Mr.  Farr's  district,  one  which  has  a 
lot  of  vegetables,  because  you  have  a  farm  there  that  is  going  to 
be  utilizing  a  lot  of  employees  could  technically  be  precluded  from 
participating  in  the  FmHA  program,  whereas  a  farm  in  the  Mid- 
west that  might  be  of  a  similar  size  that  might  be  a  family  farm, 
too,  that  is  dealing  with  a  nonlabor  intensive  crop  but  is  investing 
in  a  $100,000  piece  of  equipment,  it  creates  an  inequity  in  the  pro- 
gram. And,  hopefully,  we  can  address  that  issue  through  my  legis- 
lation. 

There  are  also  other  changes  which  we  think  will  recognize  some 
of  the  special  circumstances  where  we  have  some  farms  again  deal- 
ing primarily  with  specialty  crops  that  enter  into  contracts  with  a 
processor  or  marketer  that  will  share  in  the  receipts  of  that  crop, 
that  are  currently,  we  believe,  precluded  from  participation  in  the 
program.  We  think  this  is  something  that  is  becoming  more  and 
more  common  and  it  certainly  is  an  arrangement  which  facilitates 
that  small  beginning  farmer  and  that  we  should  not  have  regula- 
tions within  the  FmHA  program  which  would  preclude  that  partici- 
pation. 

I  believe  that  my  legislation  makes  some  sensible  changes  in  the 
guaranteed  loan  program  and  the  record  clearly  shows  that  the  loss 
rate  to  the  Government  under  the  guaranteed  loan  program  has 
been  many  times  smaller  than  that  under  the  direct  loan  program. 
The  fact  is  that  when  private  lenders  have  10  percent  risk  in  a 
loan,  it  creates  a  situation  where  loans  are  made  only  to  those  with 
ability  to  repay  and  increases  the  stability  of  the  program. 

In  California,  we  have  found  the  actual  loss  rate  in  this  program 
over  5  years  has  been  less  than  one-half  of  1  percent.  I  want  to  em- 
phasize to  my  colleagues  that  in  no  way  are  we  attempting  to  make 
changes  that  will  siphon  funds  from  other  States.  We  want  to  try 
to  deal  with  that  issue  so  we  can  assure  that  we  hold  people  harm- 
less. 

I  look  forward  to  this  hearing  and  working  with  the  members  of 
the  subcommittee  as  well  as  the  administration  to  try  to  pass  this 
legislation  this  year. 

[The  prepared  statement  of  Mr.  Dooley  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  English.  Thank  you. 

Mr.  Gunderson,  do  you  have  a  statement. 

Mr.  Gunderson.  No,  Mr.  Chairman. 

Mr.  English.  Mr.  Minge,  do  you  have  a  statement? 

Mr.  MiNGE.  No  statement.  I  look  forward  to  each  of  the  wit- 
nesses' testimony. 

Mr.  English.  Mr.  Nussle. 

Mr.  Nussle.  No  thank  you. 

Mr.  English.  It  is  a  privilege  to  welcome  the  Under  Secretary  of 
Agriculture,  and  having  him  join  us  once  again  at  the  subcommit- 
tee. Mr.  Bob  Nash  is  going  to  be  the  witness  for  the  Department 
with  regard  to  this  legislation.  And  Mr.  Nash,  welcome,  and  we 
would  be  happy  to  receive  your  testimony  now. 

Let  me  say  to  all  of  our  witnesses,  if  you  would  care  to  summa- 
rize your  written  testimony  and  to  submit  that  written  testimony 
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for  the  record,  without  objection,  that  testimony  will  be  made  a 
part  of  the  record. 

Mr.  Nash,  we  would  be  happy  to  receive  your  testimony. 

Also,  any  prepared  statements  received  from  members  will  be 
placed  at  this  point  in  the  record. 

[The  prep£ired  statement  of  Mrs.  Clayton  follows:] 
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STATEMENT  FOR  REP.  EVA  M.  CLAYTON 
SUBCOMMITTEE  ON  ENVIRONMENT,  CREDIT,  AND 

RURAL  DEVELOPMENT 

OCTOBER  27,  1993 

Thank  you  Mr.  Chairman.    I  want  to  extend  my 
appreciation  to  the  panelists  for  appearing  today  before 
the  Subcommittee  on  this  significant  legislation,  especially 
Undersecretary  Nash  who  has  been  so  active  in  pushing 
for  the  advancement  of  family  farms  in  this  nation.    We 
appreciate  your  work,  and  I  know  that  our  small  family 
farmers  appreciate  your  dedication  to  their  cause,  the 
cause  of  American  agriculture.    I  look  forward  to  hearing 
your  thoughtful  remarks. 

Mr.  Chairman,  I  am  especially  impressed  with  Rep. 
Dooley's  attempt  to  expand  credit  opportunities  for  family 
farmers  that  currently  fall  outside  the  requirements 
currently  in  place  for  participation  in  Farmers  Home 
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Administration  (FmHA)  loan  programs.    I  know  that  this 
legislation  would  be  especially  helpful  to  parts  of 
California  and  Florida  where  land  property  values 
automatically  put  prospective  farmers  for  FmHA 
programs  out  of  contention.    Furthermore,  agriculture 
which  is  highly  labor-intensive,  requiring  high  levels  of 
attention  and  care,  creates  problems  for  the  small  family 
farmer  desperately  in  need  of  credit  to  purchase  and 
operate  a  farm.    This  is  particularly  true  in  the  perishable 
agricultural  commodity  industry.    I  can  relate  to  this  type 
of  production  because  we  also  produce  perishables  in 
eastern  North  Carolina. 

I  understand  that  this  legislation  will  not  affect  areas 
where  levels  of  participation  in  FmELA  programs  is  high. 
In  this  regard,  H.R.  2211  does  not  affect  the  Farmers 
Home  state  allocation  levels.    Rather,  it  allows  states  who 
are  not  utilizing  current  programs  to  benefit  from  the 
original  intent  of  the  law  passed  by  Congress  by  bringing 
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those  not  being  served  into  the  fold. 

In  light  of  the  credit  crunch  which  plagues 
communities  across  the  United  States,  this  legislation  is  an 
appropriate  means  to  assist  the  family  farmer.    By 
different  means,    I  am  hopeful  that  we  can  repeat  this 
"type  of  process"  to  benefit  my  small  family  farmers  in 
rural  eastern  North  Carolina  where  there  is  considerable 
room  for  economic  development. 

Thank  you  Mr.  Chairman,  panelists,  and  Rep. 
Dooley  in  providing  us  with  the  kind  of  legislation  needed 
to  expand  opportunity  for  the  family  farmer  in  this  great 
nation. 
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STATEMENT  OF  BOB  NASH,  UNDER  SECRETARY,  SMALL  COM- 
MUNITY AND  RURAL  DEVELOPMENT,  U.S.  DEPARTMENT  OF 
AGRICULTURE,  ACCOMPANIED  BY  JAMES  F.  RADINTZ,  SPE- 
CIAL ASSISTANT  TO  ASSISTANT  ADMINISTRATOR  FOR  FARM- 
ER PROGRAMS,  FARMERS  HOME  ADMINISTRATION;  AND 
MARLYN  AYCOCK,  OFFICE  OF  LEGISLATIVE  AFFAIRS  AND 
PUBLIC  INFORMATION,  FARMERS  HOME  ADMINISTRATION 

Mr.  Nash.  Good  morning,  Mr.  Chairman  and  members  of  the 
subcommittee.  I  am  very  happy  to  be  here  to  provide  comments 
and  testimony  on  this  piece  of  legislation.  I  would  like  to  para- 
phrase or  summarize  and  not  read  word  for  word  the  statement 
and  request  that  the  testimony  be  submitted  for  the  record  per 
your  offer. 

Mr.  English.  Without  objection. 

Mr.  Nash.  I  appreciate  this  opportunity  to  discuss  H.R.  2211 
today.  The  bill  deals  primarily  with  Farmers  Home  Administra- 
tion's guaranteed  loan  limits,  which  is  dependent  upon  the  bor- 
rower meeting  the  definition  of  a  family  sized  farm.  As  you  know, 
the  basic  mission  of  Farmers  Home  is  to  provide  supervised  credit 
to  family  farmers  who  aren't  able  to  get  credit  otherwise.  We  want 
to  work  with  you  to  make  sure  that  every  farmer  that  is  eligible 
for  our  services  has  access  to  those  services. 

We  have  no  objection  to  the  enactment  of  H.R.  2211  if  it  is 
amended  as  I  will  discuss  a  little  later.  Section  2  of  H.R.  2211 
would  index  guaranteed  farm  ownership  and  guaranteed  operating 
loan  limits  in  areas  with  above-average  land  costs — above-average 
land  and  building  costs  for  the  U.S.  average  value  of  land  and 
buildings  as  reported  by  the  census  of  agriculture. 

The  existing  limits  by  law  are  $300,000  for  guaranteed  owner- 
ship loans  and  $400,000  for  operating  loans.  Indexing  will  allow 
guaranteed  operating  loans  that  go  up  to  $1.6  million  and  guaran- 
teed ownership  loans  up  to  $1.2  million,  especially  in  California. 
There  are  about  32  other  States  that  have  land  and  building  values 
above  the  national  average.  This  would  in  essence  reduce  the  num- 
ber of  loans  that  could  be  made  to  farmers  in  our  country. 

Mr.  Chairman,  we  see  no  real  advantage  right  now  in  getting 
back  to  million-dollar  loans  as  we  have  had  in  the  past.  We  recog- 
nize that  the  farmers  in  California  and  some  other  States  are 
unique  in  this  country  and  they  are  important  to  the  economic 
health  of  those  States  and  the  country  as  a  whole. 

With  this  in  mind,  we  have  reexamined  a  lot  of  factors  related 
to  loans,  average  loan  size,  delinquency  rates,  percentages  of  appli- 
cations approved,  and  average  time  to  close  a  loan.  In  only  one  case 
was  there  signific£int  difference  between  the  California  average  and 
the  national  average.  That  was  in  average  loan  size. 

California's  guaranteed  operating  loans  averaged  $156,000  and 

fnaranteed  ownership  loans  about  $195,000.  The  U.S.  average  was 
103,000  for  guaranteed  and  $162,000  for  ownership  loans.  Even 
though  California's  average  was  above  the  national  average,  it  was 
still  considerably  short  of  the  maximum  authorized. 

We  also  looked  at  the  funding  in  recent  years.  At  the  end  of 
1993,  every  State  had  unused  guaranteed  operating  loan  authority 
left  over.  One-third  of  these  States  returned  unused  guaranteed 
ownership  loan  authority  to  be  pooled.  In  1992,  each  State  had  un- 
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used  guaranteed  operating  loan  authority  left  and  47  States  had 
excess  guaranteed  ownership  loan  authority.  In  1991,  all  States  re- 
turned unused  guaranteed  operating  and  ownership  loan  authority. 
This  experience  leads  us  to  conclude  that  current  loan  maximums 
appear  to  be  servicing  all  States  adequately  and  the  guaranteed 
funding  authority,  in  general,  is  meeting  the  demand. 

We  don't  think  that  Farmers  Home  should  be  a  general  purpose 
agricultural  lender.  There  are  very  fme  institutions  all  across  the 
country — private  as  well  as  the  Farm  Credit  System — that  we 
think  do  a  very  good  job  of  that.  The  role  we  see  for  Farmers  Home 
is  to  follow  the  guidance  that  you  have  provided  in  legislation,  and 
that  is  to  give  a  hand  to  beginning  farmers,  sm£ill  farmers,  limited 
resource  farmers,  minority  farmers,  socially  disadvantaged,  and 
other  family  sized  operators  who  can't  get  adequate  access  to  that 
commercial  credit  because  of  underwriting  criteria. 

Under  the  fiscal  year  1994  appropriation  bill  signed  a  few  days 
ago  by  President  Clinton,  FmHA  allocated  to  California  more  than 
$71.6  million  for  guaranteed  operating  loans  and  $23  million  for 
ownership  loans.  As  you  can  see  from  these  amounts,  if  we  were 
to  index  guaranteed  loans  as  provided  in  this  bill,  we  would  make 
a  very  limited  number  of  loans.  In  fact,  I  think  under  the  current 
law,  we  would  probably  make  between  250  and  300  operating  loans 
and  ownership — we  would  make  about  100.  On  the  proposed  bill, 
we  estimate  that  we  might  make  about  70  operating  loans  and 
about  23  ownership  loams  given  the  maximum  that  could  be 
achieved. 

Let  me  say  something  about  hired  labor.  Section  3  of  the  bill  di- 
rects the  county  committee  to  consider  an  applicant  for  real  estate 
loans  to  be  primarily  and  directly  engaged  in  farming  or  ranching 
if  the  applicant  is  participating  in  routine,  ongoing  farming  activi- 
ties, and  overall  decisionmaking.  We  think  this  language  is  overly 
broad  and  that  it  would  permit  absentee  ownership  in  place  of  per- 
sonal participation  in  the  operation. 

Current  law  and  policy  restrict  assistance  to  farmers  and  ranch- 
ers who  are  essentially  owner-operators  providing  day-to-day  man- 
agement and  a  significant  amount  of  the  labor.  We  urge  no  change 
in  this  provision  of  the  law.  This  requirement  doesn't  automatically 
exclude  people  who  are  physically  unable  to  farm — who  may  have 
physical  disabilities. 

Section  3  also  provides  that  applicants  can  be  denied  credit  solely 
because  they  employ  two  or  more  people  in  full-time  farming  oper- 
ations. We  have  a  problem  with  this  because  it  seems  to  effectively 
remove  any  limits  on  the  size  of  the  operation.  We  believe  that  ex- 
isting language  adequately  addresses  this  point.  It  says  the  bor- 
rower may  use  a  reasonable  amount  of  full-time  hired  labor  and 
seasonal  labor  during  peak  periods.  The  law  does  not  set  a  specific 
number  of  hired  workers  nor  does  the  Farmers  Home  do  this  at  the 
national  level. 

We  know  that  California  put  in  an  administrative  notice  that 
says  normally  no  more  than  two  full-time  employees  could  be  al- 
lowed for  a  family  size  operation.  We  are  also  aware  that  a  commit- 
tee could  take  this  language  and  not  allow  someone  who  really  was 
a  family  farmer  to  qualify  for  this  program.  The  record,  however, 
shows  that  FmHA  made  36  emergency  loans  in  California  in  1992 
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and  33  in  fiscEil  year  1991.  Only  10  States  made  more  emergency 
loans  than  California  in  both  years. 

It  is  our  belief  that  the  county  committee  should  consider  all  cir- 
cumstances of  an  applicant's  operation  as  well  as  local  farming 
practices  to  decide  whether  or  not  there  is  a  family  farm.  Because 
we  do  not  think  that  one  State  ought  to  have  restrictions  more 
than  we  have  in  Washington,  we  are  going  to  issue  instructions  to 
remove  any  provision  in  any  State  where  Farmers  Home  mentions 
a  specific  number  of  employees.  We  believe  this  will  remove  any 
barriers,  real  or  perceived,  that  might  prevent  eligible  applicants 
from  receiving  loans. 

Credit  availability.  Section  4  would  require  Farmers  Home  to 
consider  the  availability  of  conventional  credit  in  the  community 
when  applying  the  test  for  credit.  We  have  no  objection  to  this,  but 
it  is  similar  to  language  we  already  have.  But  the  Ismguage  that 
is  being  proposed  is  fine. 

The  grower  shipper  agreement,  section  5,  we  have  no  problem 
with  that.  We  think  it  will  be  helpful  to  California  and  other 
States. 

Eligibility  for  emergency  loans,  section  6,  would  amend  the  defi- 
nition of  a  family  sized  farm  for  emergency  loans  to  permit  the  con- 
sideration of  each  individual  interest  in  the  operation.  If  the  indi- 
vidual interest  did  not  exceed  that  of  a  family  size  farm,  the  entity 
would  be  eligible,  if  the  holder's  collective  interest — even  if  the 
holders  exceeded  that  of  a  family  size  farm. 

We  can't  see  where  we  could  support  this  provision  because  it 
might  lead  to  abuses  by  large  operators  that  normally  divide  their 
land  into  smaller  units  and  this  could  possibly  divert  funding  that 
is  targeted  to  small  farmers  or  family  size  farmers  who  are  in  need 
of  credit  who  couldn't  get  it  £inywhere  else. 

To  summarize,  we  really  can't  support  the  provisions  to  index 
guaranteed  loans  because  that  will  put  FmHA  back  into  a  lending 
posture  that  we  do  not  believe  would  be  in  the  best  interest  of 
FmHA  or  the  borrowers  of  the  country  as  a  whole.  We  also  do  not 
think  that  experience  to  date  justifies  us  making  many  of  the 
changes  that  this  bill  would  represent.  We  also  believe  the  current 
criteria  concerning  management  involvement  and  hired  employees 
are  adequate. 

We  would  like  to  work  with  you  to  make  administrative  changes 
that  will  remove  barriers  to  full  participation  by  eligible  applicants. 

Finally,  we  do  not  support  the  proposed  change  in  the  definition 
of  family  size  farm  for  emergency  loan  purposes.  Otherwise,  we 
have  no  objections  to  this  bill.  We  realize  the  differences  in  farming 
operations  in  different  parts  of  the  country.  We  need  to  be  sensitive 
to  that,  but  not  in  a  way  where  it  penalizes  in  general  the  original 
intent  of  the  farmers  home  ownership  and  operating  programs  and 
we  realize  this  is  a  very  difficult  issue. 

We  are  very  willing  to  work  with  you  and  other  members  of  the 
subcommittee  to  try  to  remove  the  impediments  that  prevent  eligi- 
ble family  farmers  from  participating  in  this  program,  especially  in 
a  way  where  it  doesn't  hurt  the  program  in  general. 

This  concludes  my  remarks,  and  I  would  be  happy  to  take  ques- 
tions. 
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[The  prepared  statement  of  Mr.  Nash  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  English.  Thank  you,  Mr.  Nash.  I  appreciate  your  testimony. 

Mr.  Farr. 

Mr.  Farr.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  I  am  very  concerned  about  the  approach  you  are 
taking  to  this  program.  As  I  understand  it,  the  money  is  there  to 
be  loaned  out  to  get  people  in  the  business  of  farming  and  yet  you 
are  taking  credit  for  how  much  is  not  being  used. 

Is  the  pride  here  in  how  many  loans  are  being  made  or  in  how 
much  money  is  not  being  loaned  out? 

Mr.  Nash.  It  is  not  in  not  making  loans.  We  are  in  the  business 
of  making  loans  and  I  would  be  happy  if  every  dime  of  these  guar- 
anteed loans  went  out  every  year.  In  fact,  I  am  disappointed  it  is 
not. 

Mr.  Farr.  That  is  the  purpose  of  this  hearing,  to  find  out  if  there 
are  better  ways.  Specifically  on  the  couple  of  points  you  made,  the 
issue  of  not  wanting  to  change  the  absenteeism,  maybe  I  don't  fully 
understand  it,  but  would  that  mean  that  you  have  to  own  the  land 
that  you  are  farming? 

Mr.  Nash.  Would  it  mean  that  you  would  have  to  own  the  land? 

Mr.  Farr.  You  indicated  that  there  should  be  no  change  in  the 
absentee  requirements. 

Mr.  Nash.  Yes,  sir.  That  is  my  statement.  I  am  not  sure  I  totally 
understand  the  question.  Congressman. 

Mr.  Farr.  In  many  parts  of  California,  you  cannot  afford  to  own 
the  land,  the  land  is  too  expensive  so  you  have  to  rent  the  land. 
Would  you  still  be  eligible  for  the  loan  if  you  were  just  renting 
land? 

Mr.  Nash.  Yes,  you  would. 

Mr.  Farr.  Then  the  other  issue  on  the  no  change  in  the  providing 
provisions,  you  have  no  change  in  the  provisions  of  absentee  owner- 
ship, and  I  believe  this  bill  addresses  some  provisions  that  ought 
to  be  changed  in  that.  The  other  is  that  you  are  concerned  that  the 
borrower  may  use  an  unreasonable  amount  of  full-time  hired  help 
and  seasonal  help  during  peakload  period. 

Mr.  Nash.  I  think  on  that  point  we  are  saying  that  the  current 
law  allows  you  to  use  part-time  labor  during  peak  periods.  I  think 
the  issue  of  the  limit  on  two  in  California,  which  we  are  going  to 
have  the  State  to  eliminate,  applies  to  full-time.  I  think  using  part- 
time  employees  during  peak  periods  is  fine.  That  works  well  now. 

Mr.  Farr.  How  do  you  define  "peak  periods"?  We  can  harvest 
three  crops  a  year  in  the  Salinas  Valley. 

Mr.  Nash.  I  think  that  people  at  the  local  level,  your  county  com- 
mittee members  probably  know  more  than  we  do  about  how  to  de- 
termine that.  Basically,  we  leave  a  lot  of  that  up  to  the  county  com- 
mittees. Unfortunately,  in  California,  there  was  a  notice  that  went 
out  that  I  think  gave  some  direction  to  the  committees  that  prob- 
ably should  not  have  gone  out. 

Mr.  Farr.  The  point  is  that  peak  periods  may  last  for  9  months 
of  the  year,  not  just  a  particular  harvest  month  or  harvest  time. 

You  have  a  third  issue  that  I  am  concerned  about  in  the  state- 
ment you  made,  concern  about  the  number  of  emergency  loans 
made  in  California.  One  of  the  difficulties  we  have  had  in  Califor- 
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nia,  we  have  had  a  Presidentially  declared  disaster  for  droughts, 
we  have  had  a  Presidentially  declared  disaster  for  freezes,  we  have 
had  a  Presidentially  declared  disaster  for  earthquakes. 

The  earthquakes  destroyed  a  lot  of  well  systems  and  problems 
with  getting  access  to  market  because  the  roads  were  torn  up,  and 
with  those  disasters,  we  have  certainly  been,  as  you  know,  through 
the  FEMA  process  and  so  on.  A  lot  of  those  cases  can't  be  handled 
immediately. 

My  office  is  still  handling  numerous  cases  from  the  1989  earth- 
quake and  here  we  are  in  1993.  So  I  think  there  are  circumstances 
in  California  that  require  these  emergencies  to  be  extended  a  lot 
longer  than  we  sort  of  statutorily  recognize. 

Mr.  Nash.  No  question  that  the  emergency  loans  in  California  as 
a  result  of  those  disasters  are  well  qualified  and  should  have  been 
done  as  they  were.  I  didn't  mean  to  be  critical  of  that,  just  restat- 
ing a  fact  of  how  much  was  done. 

Mr.  Farr.  My  last  question,  Mr.  Chairman,  is:  Mr.  Secretary,  is 
my  understanding  that  you  believe  we  don't  need  to  develop  dif- 
ferent flexibility  for  different  markets  around  the  country,  that  we 
can't  have  just  a  standard  policy  for  the  entire  country  that  will  fit 
all  circumstances,  regardless  of  whether  they  are  in  Florida  or 
California? 

Mr.  Nash.  No,  sir.  I  think  that  we  should  have  different  stand- 
ards, but  I  think  that  it  ought  to  be  done  primarily  by  the  county 
committees,  and  as  we  look  at  the  situation,  we  shouldn't  try  to  do 
something  that  might  benefit  one  particular  area  at  the  detriment 
of  others.  These  are  major  public  policy  questions. 

Our  position  is  that  the  Farmers  Home  program  was  originally 
designed  for  those  farmers  who — first  of  all,  are  most  in  need  out 
there.  We  ought  to  try  to  target  the  program  to  those  most  in  need 
that  are  more  like  family  farmers  than  maybe  some  of  the  larger 
operations  that  might  qualify  for  commercial  credit  as  a  general 
rule. 

But  the  county  committees,  I  think,  know  more  about  what  is  a 
family  farmer  in  their  States  and  I  think  we  ought  to  continue  to 
depend  upon  them  and  not  restrict  them  or  provide  notices  that 
might  give  them  an  impression  as  in  California — an  administrative 
notice  went  out  again  and  I  think  that  should  not  have  happened. 

Mr.  Farr.  Thank  you. 

Mr.  English.  Mr.  Pombo. 

Mr.  Pombo.  One  thing  that  you  had  that  I  had  a  little  problem 
understanding,  it  was  with  the  amount  of  money  that  is  guaran- 
teed and  that  if  we  raise  the  amount,  that  we  would  have  a  lot  less 
loans  made. 

I  think  that  is  not  really  a  correct  statement.  I  think  that  we 
would  actually  have  more  loans  being  made  and  more  of  the  avail- 
able credit  would  be  used,  because  from  my  experience,  the  reason 
that  more  loans  are  not  made  is  because  there  is  not  enough  people 
that  fit  that  criteria,  that  because  of  the  situation  we  have  in  Cali- 
fornia, people  don't  fall  under  those  limits. 

If  we  raise  the  limit,  there  would  actually  be  more  loans  being 
made.  In  your  statement,  you  make  it  sound  as  if,  if  we  raise  the 
limit,  there  is  going  to  be  less  loans  being  made.  I  think  that  is  a 
misstatement  on  your  part. 
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Mr.  Nash.  One  of  the  things  that  this  administration,  particu- 
larly Secretary  Espy,  is  committed  to  is  a  very  strong  outreach  pro- 
gram, an  aggressive  program  that  goes  out  and  tries  to  let  farmers 
know — heretofore,  they  may  not  have  felt  like,  particularly  small 
farmers,  disadvantaged  farmers,  farmers  who  don't  have  access  to 
commercial  credit,  who  felt  Farmers  Home  is  not  interested  in  that. 

I  think  the  attitude  at  USDA  will  be  different  than  in  recent 
years.  We  are  going  to  have  an  aggressive  outreach  program.  If  we 
are  successful,  that  means  that  a  lot  more  farmers  who  are  eligible 
for  our  programs  and  who  are  disadvantaged  and  don't  have  access 
will  have  access.  If  we  have  an  aggressive  program  to  raise  the  lim- 
its and  at  the  same  time  have  an  aggressive  outreach  program,  I 
think  that  we  are  going  to  have  a  problem  where  we  won't  have 
enough  dollars  for  those  farmers  who  are  most  in  need. 

Mr.  POMBO.  I  agree  with  you  that  we  need  an  aggressive  pro- 
gram to  get  more  people  knowledgeable  about  what  is  available, 
but  I  think  the  whole  idea  behind  this  program  is  to  help  produc- 
tion in  agriculture,  to  help  people  get  started  and  to  expand  and 
to  grow.  And  I  think  that  maybe  California  is  unique  in  this  re- 
spect— I  don't  believe  it  is  from  some  of  the  other  statements  you 
made,  but  there  needs  to  also  be  a  realization  of  the  high  costs  that 
are  involved  in  California. 

If  someone  that  is  a  small  family  farmer,  which  I  know  most  of 
in  my  area,  that  csinnot  qualify  for  this  program  because  of  the  lim- 
itations, and  I  don't  see  how  it  is  helping  the  small  family  farmer 
in  my  area  if  none  of  them  qualify.  If  you  have  somebody  with  a 
few  kids  that  is  farming  a  small  family  farm,  they  are  over  these 
limits  and  they  can't  qualify  and  this  program  can't  help  them. 

I  think  that  is  the  effort  that  is  being  made  in  introducing  this 
legislation  is  to  try  to  help  small  family  farmers  who  are  excluded 
from  this  program  because  of  the  limits  that  are  currently  in  place. 

Mr.  Nash.  Congressman,  I  know  the  spirit  and  the  intent  of  this 
legislation  is  to  help  those  farmers  who  now  don't  qualify,  and  we 
have  to  be  supportive  generally  of  that,  but  only  to  the  extent  that 
it  does  not  get  away  from  the  original  mission  of  these  programs, 
and  that  is  to  help  those  who  are  most  in  need  ideally. 

As  I  indicated  earlier,  we  think  mistakes  have  been  made  in 
California  and  we  want  to  correct  those,  particularly  the  one  about 
the  size  of  the  family  unit.  If  you  are  referring  specifically  to  the 
$300,000  and  $400,000  limit  for  ownership  and  operating  loans,  at 
this  point,  we  just  can't,  unless  we  are  unsuccessful  in  reaching  out 
and  trying  to  help  a  larger  number  of  farmers,  we  have  to  hold  to 
the  position  that  those  loan  limits  are  appropriate  right  now.  We 
had  unlimited  loan  limits  in  the  past  and  a  lot  of  those  loans  are 
just  not  in  good  shape  now,  the  ones  particularly  that  are  over  $1 
million. 

Mr.  POMBO.  Let  me  explain  to  you  one  problem  that  exists  in  my 
area.  In  order  to  fall  under  these  loan  limits,  the  people  who  qual- 
ify for  that  would  have  to  own  a  very  small  acreage  farm,  and  we 
have  made  a  very  strong  effort  to  maintain  our  agricultural  land, 
our  prime  agricultural  land  in  the  valley  and  are  trying  to  hold 
that  together  and  keep  that  in  production. 

The  only  way  for  someone  to  come  into  this  program  and  qualify 
under  these  limits  is  for  that  to  be  a  ranchette,  a  small  acreage 
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farm,  and  that  is  completely  contrary  to  what  the  local  officials  and 
the  people  in  the  central  valley  of  California  want.  They  don't  want 
the  prime  agricultural  land  divided  up  into  small  acreages,  because 
that  is  all  that  is  going  to  qualify  for  this  kind  of  program. 

I  know  how  difficult  it  is  to  get  started  farming.  It  is  nearly  im- 
possible for  a  young  person  to  get  started  in  farming  today  because 
of  high  costs.  The  only  way  may  be  to  start  with  a  10-  or  20-acre 
parcel  somewhere.  In  order  to  maintain  our  prime  agricultural  land 
in  California,  I  don't  see  how  we  can  do  it  unless  we  cut  it  into 
small  parcels  so  people  can  qualify  for  these  programs. 

It  seems  like  the  two  policies  are  very  contradictory  to  each 
other,  and  the  efforts  we  have  made  in  the  valley  in  California  to 
maintain  our  prime  agricultural  land,  I  think  this  damages  those 
efforts.  That  is  one  of  the  problems  that  we  have  out  in  California. 

Mr.  English.  Mr.  Sarpalius. 

Mr.  Sarpalius.  Thank  you,  Mr.  Chairman. 

Mr.  Nash,  could  you  tell  me  again  what  the  numbers  were  on  the 
operating  and  ownership  loans  that  you  have  made  now  and  how 
the  numbers  will  change  if  this  legislation  passes? 

Mr.  Nash.  Given  California's  allocation  for  1994 

Mr.  Sarpalius.  So  this  involves  only  California? 

Mr.  Nash.  Yes,  sir;  only  California.  Under  current  law,  operating 
loans  we  estimate  we  could  make  between  250  and  300  loans. 
Under  the  proposed  legislation,  we  think  that  less  than  70  loans 
would  be  the  case. 

On  the  ownership  loans,  we  think  that  you  might  be  able  to 
make  about  100  loans,  and  under  the  proposed  legislation,  it  would 
be  23  loans.  We  took  the  amount  allocated  for  California  and  then 
divided  by  the  limits  that  would  apply  under  this  indexing  and  that 
is  where  you  get  the  70  loans  or  the  23  loans.  You  take  the  same 
number  under  the  current  law  and  divide  it  by  the  current  average 
and  you  get  between  250  and  300  for  operating  and  about  100  for 
ownership. 

Mr.  Sarpalius.  How  many  of  those  loans  did  you  make  out  of 
250  to  300? 

Mr.  Nash.  This  is  for  1994.  You  mean  how  many  did  we  make 
in  the  past? 

Mr.  Sarpalius.  Yes. 

Mr.  Nash.  I  don't  have  the  actual  loan  numbers  for  1993.  I  can 
get  those  for  you,  the  actual  amount  we  made  for  ownership  and 
operating  in  California  in  1993.  I  can  get  those.  I  do  have  the  dol- 
lar amount.  Guaranteed  operating  obligations,  $25,290,700. 

[The  information  follows:] 

In  fiscal  year  1993,  FmHA  made  249  direct  operating  loans  for  a  total  of 
$17,610,840  and  29  direct  farm  ownership  loans  for  $3,173,040.  The  agency  guaran- 
teed 162  operating  loans  for  a  total  of  $25,290,700  and  29  farm  ownership  loans  for 
$5,665,650. 

Mr.  Sarpalius.  Can  you  tell  me  why,  if  you  are  going  to  be  able 
to  make  fewer  number  of  operating  loans  from  250  to  300  and  drop 
it  down  to  70,  how  that  can  be  of  benefit  to  farmers  in  California, 
if  you  are  going  to  be  making  a  fewer  number  of  loans? 

Mr.  Nash.  How  that  is  going  to  be  a  benefit? 

Mr.  Sarpalius.  Yes. 
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Mr.  Nash.  No.  What  I  am  saying  is  that  it  would  not  be  a  bene- 
fit. My  point  is  that  with  the  indexing  that  is  being  proposed,  the 
average  size  of  the  loan  would  go  up,  and  I  am  saying  that  in  our 
opinion,  it  is  more  in  the  public  interest  for  us  to  make  loans  that 
are  smaller  in  size  that  we  spread  them  over  a  larger  number  of 
farmers. 

Mr.  Sarpalius.  Let  me  hit  on  that.  The  average  acre  or  value  of 
land  throughout  this  country  according  to  a  report  that  I  received 
from  the  Department,  is  about  $685  an  acre.  California's  average 
is  $1,722  whereas  Rhode  Island  is  $4,894.  Mr.  Chairman,  Okla- 
homa is  $512  an  acre.  Texas  is  $471. 

If  this  legislation  passed,  would  it  in  effect  shift  more  operating 
dollars  to  States  like  California,  Rhode  Island,  Connecticut,  those 
areas  where  their  land  values  are  much  higher  at  the  expense  of 
those  States  where  land  values  are  much  lower  such  as  Oklahoma 
and  Texas? 

Mr.  Nash.  That  would  be  the  case. 

Mr.  Sarpalius.  Have  you  plugged  any  numbers  in? 

Mr.  Nash.  We  haven't.  Let  me  say  this — that  is — I  don't  have 
any  factual  figures  for  that.  We  would  have  to  do  some  calculation. 
The  point  is,  if  the  average  size  of  the  loan  goes  up,  you  are  going 
to  make  fewer  numbers  of  loEuis.  Exactly  how  that  would  place  in 
different  regions  of  the  country,  I  have  to  go  back  and  look  at  the 
numbers.  If  you  wanted  me  to  do  that,  I  could  provide  that  infor- 
mation. 

Mr.  Sarpalius.  Would  you  please  do  that? 

Mr.  Nash.  Yes. 

[The  information  follows:] 
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GUARANTEED  LOAN  MAXIMUMS  PERMISSIBLE  UNDER  H.R.  2211 

H.R.  2211  would  index  guaranteed  ownership  and  operating  loans  to  U.S.  average  value 
of  land  and  buildings  as  determined  by  the  Census  of  Agriculture.  The  latest  census 
shows  the  U.S.  average  to  be  $754  an  acre  for  owner-operators.   Indexing  would  permit 
these  loan  maximums  in  the  following  states: 


State 

Index  Factor 

Northeast 

Maine 

1.23 

New  Hampshire 

3.11 

Vermont 

1.57 

Massachusetts 

7.26 

Rhode  Island 

8.14 

Connecticut 

10.88 

Middle  Atlantic 

New  Yori< 

1.61 

New  Jersey 

9.88 

Pennsylvania 

2.18 

East  North  Central 

Ohio 

1.57 

Indiana 

1.68 

Illinois 

1.79 

Michigan 

1.35 

Wisconsin 

1.09 

Ownership 


370,000 

933,000 

471.000 

2,178.000 

2.442.000 

3,264.000 


483,000 

2.964.000 

654,907 


471.000 
504.000 
537.000 
405.000 
327.000 


Operating 


492,000 
1,244.000 

628,000 
2.904.000 
3.256.000 
4.352.000 


644,000 

3.952,000 

872,000 


628.000 
672.000 
716.000 
540.000 
436.000 


West  North  Central 


Iowa 


1.43 


429.000 


572.000 


South  Atlantic 


Delaware 

3.18 

954.000 

1.272.000 

Maryland 

4.27 

1.281.000 

1.708,000 

Virginia 

1.81 

543,000 

724,000 

North  Carolina 

2.11 

633,000 

844,000 

South  Carolina 

1.40 

420,000 

560.000 

Georgia 

1.18 

354.000 

472.000 

Rorlda 

2.63 

789.000 

1.052.000 

East  South  Central 

Kentucky 

1.21 

363.000 

484,000 

Tennessee 

1.44 

432.000 

576,000 

Alabama 

1.19 

357.000 

476.000 

Mississippi 

1.06 

318,000 

424.000 
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West  Soutti  Central 

Arkansas 
Louisiana 

1.11 
1.37 

333.000 
411.000 

444,000 
548.000 

PflpfflC 

Washington 
Caltfomia 
Alaska 
Hawaii 

1.58 
3.95 
1.28 
2.97 

474.000 

1.185.000 

384.000 

891.000 

632.000 
1.580.000 

512.000 
1.188.000 

These  states  are  at  or  below  the  U.S.  average  and,  thus,  would  not  be  affected  by  H.R. 
2211:   Minnesota,  Missouri,  North  Dakota,  South  Dakota,  Nebraska,  Kansas,  West 
Virginia,  Oklahoma,  Texas,  Montana,  Idaho,  Wyoming,  Colorado,  New  Mexico,  Arizona, 
Utah,  Nevada,  and  Oregon. 
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Mr.  English.  Thank  you. 

Mr.  Barrett. 

Mr.  Barrett.  I  apologize  for  not  having  the  full  benefit  of  your 
testimony,  so  I  will  share  with  you  a  general  concern  about  equity 
that  apparently  has  been  touched  on  previously.  If  you  have  an- 
swered this,  I  am  sorry — ^but  would  USDA  take  additional  steps  or 
be  prepared  to  take  any  steps  to  make  sure  that  the  small  farmers 
are  treated  equitably  if  this  bill  should  pass,  make  certain  that  the 
larger  farmer  does  not  get  a  certain  advantage?  Has  USDA  consid- 
ered this? 

Mr.  Nash.  Congressman,  if  this  bill  passes,  we  will  implement  it 
and  we  would  do  everything  we  could  to  make  sure  that  the  bill 
was  applied  fairly  and  equitably;  yes,  we  would.  We  would  continue 
our  outreach  efforts  in  heretofore  underserved  areas.  Yes,  we  would 
do  that. 

Mr.  Barrett.  If  small  States  would  receive  the  same  money  as 
the  high  cost  States,  where  does  that  additional  money  come  from? 

Mr.  Nash.  I  am  sorry — if  tho  small  States  were  to 

Mr.  Barrett.  Does  it  come  from  scaling  back  some  other  USDA 
programs,  or  is  this  even  significant? 

Mr.  Nash.  If  I  understand  the  question,  there  will  be  so  much 
money  in  the  program,  and  if  the  average  size  goes  up,  then  I  just 
think  that  we  just  automatically  are  going  to  make  fewer  loans.  I 
mean,  for  example,  t£Lke  any  State  instead  of  having — I  have  just 
raw  figures — instead  of  making  100  loans — I  am  sorry — 300  loans, 
in  one  case,  you  might  wind  up  making  100  loans  or  one-half  that 
many. 

Mr.  Barrett.  I  still  have  some  general  concerns  about  equity. 
Perhaps  I  can  visit  with  you  later.  Thank  you. 

Mr.  English.  Ms.  Long. 

Ms.  Long.  I  really  don't  have  a  question.  I  have  some  of  the 
same  concerns  expressed  by  Mr.  Barrett.  I  think  certainly  the  in- 
tent of  this  legislation  is  very  good,  and  I  think  that  we  ought  to 
work  to  find  a  way  to  help  more  smaller  farmers  have  credit  avail- 
ability, and  so  the  only  thing  I  want  to  say  is  that  I  think  this  is 
important  legislation  and  we  need  to  be  working  together.  This  is 
important  legislation  in  terms  of  its  intent,  and  I  think  we  need  to 
be  working  together  to  find  a  solution  that  is  agreeable  to  the  sub- 
committee. 

Mr.  DOOLEY.  Would  the  gentlewoman  yield? 

I  would  like  to  address  that  point,  and  contrary  to  what  I  think 
Secretary  Nash  said,  is  that  the  formula  that  is  utilized  to  provide 
for  the  allocation  of  the  funds  to  the  particular  States  under  the 
guaranteed  operating  loan  programs  and  ownership  programs  does 
not  change. 

There  is  nothing  in  this  legislation  that  is  going  to  change  the 
amount  of  money  that  is  initially  allocated  to  any  State,  and  in 
terms  of  whether  it  is  going  to  benefit  large  or  small  farmers,  the 
only  intent  of  this  legislation  is  that  it  benefits  and  gives  the  abil- 
ity for  small  farmers  in  high  land  valued  areas  access  to  this  oper- 
ating loan  program  and  ownership  program. 

W^ere  we  are  willing  to  talk  with  anybody  who  has  concerns  is 
about  the  shift;  of  funds  that  are  unused  like  in  California  where 
we  only  utilized  33  percent  of  our  allocation,  those  funds  go  back 
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into  a  pool  which  is  distributed  once  again  to  States  that  need  more 
than  their  initial  allocation.  We  are  interested  in  working  with 
other  Members  whose  States  use  those  funds  that  we  are  currently 
unable  to  use  to  ensure  that  there  is  not  an  adverse  impact. 

Ms.  Long.  I  think  the  intentions  are  very  good.  I  am  not  con- 
vinced that  all  of  the  specifics  of  the  legislation  are  perfect,  but  I 
think  we  certainly  ought  to  continue  to  work  on  it. 

Mr.  Nash.  Let  me  say  there  is  no  question  that  the  intent  of  the 
legislation  from  the  Congressman  and  the  other  cosponsors  is  at- 
tempting to  address  a  very  serious  and  complicated  problem.  I  wish 
there  was  a  way  that  we  knew  at  this  point  to  address  that  very 
real  and  legitimate  problem  in  California  and  maybe  other  States; 
but  at  this  point,  we  don't  have  a  specific  recommendation. 

We  would  like  to  continue  to  work  with  you  on  this  legislation 
to  find  a  way  to  address  the  problems  in  California  and  other  ap- 
propriate States  without  getting  away  from  the  original  mission  on 
the  Farmers  Home  ownership  and  operating  programs. 

Mr.  English.  Mrs.  Clayton. 

Mrs.  Clayton.  I  am  just  getting  to  your  testimony,  so  I  didn't 
have  a  chance  to  hear  you  verbally.  I  have  submitted  my  opening 
statement  for  the  record  which  indicates  I  join  in  support  of  the  in- 
tent. 

[The  prepared  statement  of  Mrs.  Clayton  appears  at  the  begin- 
ning of  the  hearing,] 

Mrs.  Clayton.  I  had  perhaps  thought  the  conclusion  of  the  pro- 
posals of  the  legislation,  that  indeed  there  would  not  be  any  pos- 
sible diminished  funds  for  small  farmers  as  currently  described  as 
small  farmers. 

Let  me  walk  through  the  process.  My  understanding  is  that  in 
States  like  California  and  Hawaii,  there  is  considerably  underused 
funds  and,  at  the  end  of  the  fiscal  year,  those  underused  funds 
then  go  to  a  pool.  The  pool  then  is  made  available  and  used — is 
that  pool  now  being  used  expeditiously  for  other  small  farmers? 

Mr.  Nash.  The  funds  are  being  used,  but  we  have  not  used  all 
of  them.  Thirty-three  States  last  year  did  not  use  all  of  their  alloca- 
tion. Therefore,  that  allocation  was  put  into  a  national  pool  and 
then  reallocated  to  those  areas  that  had  used  all  of  their  funds. 
Congress  woman,  and  all  those  funds  were  used  up. 

Mrs.  Clayton.  So  with  the  passage  of  this  bill,  it  would  mean 
that  where  the  problem  would  come  is  the  unused  funds  would  not 
be  available  for  reallocation  where  there  were  States  with  a  greater 
demand;  am  I  hearing  that  correctly? 

Mr.  Nash.  Yes.  That  is  true.  When  you  say  greater  demand 

Mrs.  Clayton.  On  what  basis  do  you  use  the  unused  funds  in 
those  States  where  they  have  a  greater  demand  than  the  State  £d- 
location?  There  is  a  formula 

Mr.  Nash.  There  is  a  formula  to  reallocate  the  funds;  yes,  there 
is. 

Mrs.  Clayton.  I  am  trjdng  to  find  out  where  possibly  the  in- 
equity could  be  occurring. 

Mr.  Nash.  Well,  in  the  State,  itself,  the  larger  loans  you  make, 
the  larger  size  loans  you  make,  the  fewer  number  of  farmers  that 
you  would  be  able  to  serve  in  that  State  initially. 
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Mrs.  Clayton.  I  was  following  that  line  of  reasoning.  Is  it  to  as- 
sume that  if  you  have  a  higher  value  of  land,  that  that  would  re- 
quire a  larger  loan?  Is  the  formula  based  on  the  value  of  the  land? 
I  thought  the  eligibility  was  based  on  the  value  of  the  land,  not  the 
loan  amount.  I  thought  there  was  a  cap  as  to  the  amount  of  money 
you  could  borrow  from  Farmers  Home. 

Mr.  Nash.  I  would  like  to  have  Mr.  Aycock  from  USD  A  respond 
to  that  question. 

Mr.  English.  Identify  him  for  the  record. 

Mr.  Nash.  Mr.  Aycock  is  in  Legislative  Affairs  for  the  U.S.  De- 
partment of  Agriculture. 

Mr.  English.  Thank  you. 

Mr.  Nash.  Deputy  Director  of  Legislative  Affairs,  USDA,  Farm- 
ers Home  Administration. 

Mr.  Aycock.  Theoretically,  that  should  be  the  case,  you  would 
think  it  would  be  the  case,  and  I  think  that  is  the  assumption  un- 
derlying the  bill.  But  in  actual  practice,  it  doesn't  always  work  out 
that  way. 

I  think  other  testimony  will  point  out  that  the  highest  number 
of  loans  at  the  maximum  amount  were  made  in  the  chairman's 
State  of  Oklahoma,  which  has  averages  below  the  national  average. 
So  it  would  appear  to  be  that  way,  but  it  doesn't  automatically 
come  out  like  that. 

Mrs.  Clayton.  Did  the  chairman's  State  use  all  of  his  allocation? 

Mr.  Aycock.  I  believe  so. 

Mr.  English.  And  any  more  that  we  can  get  ahold  of. 

Mrs.  Clayton.  Did  North  Carolina  use  all  theirs  last  year? 

Mr.  Aycock.  One  moment — ^let  me  look.  It  did  not. 

Mrs.  Clayton.  So  we  gave  some  to  Oklahoma,  I  gather? 

Mr.  Aycock.  Actually,  Oklahoma 

Mrs.  Clayton.  It  would  seem  that  the  principle  of  this  does — 
even  in  Oklahoma  or  North  Carolina,  there  are  some  unique  situa- 
tions where  counties  have  high  value  and  people  are  trying  to  hold 
on  to  farming.  I  would  not  want  to  reduce  the  pool  available  for 
overdemand  in  areas,  but  if  we  can  look  at  the  formula  of  that  to 
make  sure  that  we  didn't  automatically  say  high  value  of  a  piece 
of  property  automatically  meant  you  got  such  a  large  loan  that  you 
would  use  the  State's  allocation  in  one  or  two  situations.  TTiat 
would  be  grossly  unfair. 

If  we  are  satisfying  the  demand  and  had  a  cap  on  how  many  dol- 
lars could  come  through  Farmers  Home  before  you  went  to  the  pri- 
vate sector,  it  seems  to  me  you  would  meet  the  original  mission  of 
the  program. 

Mr.  Chairman,  thank  you. 

Mr.  English.  Thank  you. 

Mr.  Allard,  do  you  have  any  questions? 

Mr.  Allard.  No,  sir. 

Mr.  English.  Mr.  Minge. 

Mr.  Minge.  I  have  been  very  interested,  Mr.  Nash,  in  this  prob- 
lem of  utilizing  the  available  loan  and  guarantee  authority.  I  have 
heard  about  a  number  of  problems  with  FmHA  operations  prior  to 
you  ever  becoming  involved  with  USDA  here  in  Washington,  so 
please  don't  take  these  as  criticism  of  your  administration. 
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One  is  that  there  is  110  percent  cash-flow  coverage  requirement, 
and  if  the  110  percent  is  not  met,  the  farmer  is  not  eligible.  And 
for  many  parts  of  the  country,  we  have  had  some  pretty  dismal 
years  in  terms  of  prices  and  a  couple  of  other  conditions  and  even 
farmers  with  a  tremendous  net  worth,  some  don't  show  110  percent 
coverage.  We  understand  this  is  being  reviewed  right  now  as  some- 
thing that  will  be  changed  in  USDA. 

I  am  wondering  if  you  could  give  us  any  insight  as  to  whether 
or  not  that  change  is  being  made  and  if  it  might  not  allow  a  State 
like  North  Carolina  and  other  States  to  utilize  their  loan  and  guar- 
antee authority? 

Mr.  Nash.  James  Radintz  is  here  and  has  been  working  on  that, 
Special  Assistant  to  the  Administrator  for  Farmer  Programs,  Farm- 
ers Home  Administration. 

Mr.  Radintz.  We  have  looked  at  that  situation.  The  Agricultural 
Credit  Improvement  Act  of  1992  requires  Farmers  Home  to  change 
the  way  we  look  at  that  cash-flow  coverage  ratio.  We  have  devel- 
oped the  regulation  changes.  They  are  moving  through  the  final 
stages  in  the  clearance  process. 

As  Mr.  Nash  committed  to  the  chairman  at  an  earlier  hearing, 
we  will  have  those  regulations  out  before  the  end  of  the  year.  We 
are  working  on  them  and  I  think  the  change  will  allow  more  farm- 
ers to  qualify.  The  exact  number  at  this  point,  especially  with  the 
conditions  you  mentioned,  is  very  difficult  to  say,  but  certainly  it 
will  result  in  additional  demand  at  least  in  some  areas. 

Mr.  English.  Would  the  gentleman  yield? 

If  I  recall  correctly,  Mr.  Radintz,  that  was  never  even  a  law.  That 
was  a  regulation. 

Mr.  Radintz.  You  are  exactly  right;  that  was  an  administrative 
policy. 

Mr.  English.  We  had  to  pass  a  law  to  overcome  a  regulation  that 
was  created  at  the  Department.  The  idea  was  years  ago,  in  the 
mid-1970's,  we  could  have  a  legislative  veto  so  we  wouldn't  be 
faced  with  problems  like  this.  We  had  a  regulation  which  came  into 
being  and  we  in  the  Congress  didn't  create  it,  didn't  give  direction, 
and  we  had  to  pass  a  law  to  overcome  that  regulation.  But  we  did 
that,  that  is  right. 

Mr.  MiNGE.  Is  the  proposed  regulation  that  is  under  consider- 
ation one  that  would  allow  a  loan  or  guarantee  in  a  circumstance 
where  there  was  simply  100  percent? 

Mr.  Radintz.  The  law  requires  us  to  consider  depreciation  and 
capital  replacement  needs  of  the  operation.  There  is  sort  of  an  in- 
dustry standard  ratio  called  capital  debt  replacement  coverage,  and 
we  are  using  that  which  makes  it  much  easier  to  qualify.  In  some 
cases,  it  would  still  require  more  than  a  dollar  for  dollar  on  a  raw 
cash-flow  basis  because  there  is  some  provision  in  there  for  replac- 
ing capital  items  and  compensating  for  depreciation  that  is  going 
on,  but  it  is  going  to  depend  on  the  operation.  It  will  be  more  ad- 
justed to  the  specific  circumstances  and  will  not  be  a  10  percent, 
across-the-board.  The  cases  we  have  looked  at  generally  allow  oper- 
ations with  a  much  less  than  10  percent  margin  under  the  current 
way  of  calculating  to  qualify. 
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Mr.  MiNGE.  Are  you  changing  the  percentage  or  simply  the  cap- 
ital depreciation  requirements  in  the  financial  statements  that 
farmers  must  prepare? 

Mr.  Radintz.  We  are  changing  both. 

Mr.  MiNGE.  OK. 

Mr.  Radintz.  The  percentages  are  totally  different,  and  the  way 
they  are  calculated  is  different  too. 

Mr.  MiNGE.  Is  this  proposed  regulation  being  circulated  to  your 
State  Directors  for  consent  as  well? 

Mr.  RADI^fTZ.  It  is  an  interim  regulation  because  the  act  requires 
the  regulation  to  be  published  as  interim.  It  is  being  moved,  it  is 
in  the  final  stages  of  the  clearance  process  to  be  ready  to  be  pub- 
lished and  will  be  effective  upon  publication.  There  is  a  comment 
period  and  State  directors,  Farmers  Home  employees,  farmers, 
members  of  the  general  public  can  all  comment,  but  we  will  be  im- 
plementing it  immediately. 

Mr.  Nash.  Your  question  is  whether  or  not  we  are  asking  our 
Farmers  Home  Directors  as  individuals  as  opposed 

Mr.  MiNGE.  Yes. 

Mr.  RADI^^^z.  We  have  gotten  technical  field  input  but  have  not 
mailed  a  copy  to  each  of  the  State  directors  with  requests  for  com- 
ment just  because  of  the  time  considerations. 

Mr.  MiNGE.  I  would  like  to  say,  I  have  tgdked  to  FmHA  field  peo- 
ple and  to  bankers  and  they  have  said  that  they  have  to  monkey 
so  much  with  financial  statements,  try  to  make  them  come  out  in 
order  to  qualify  under  the  current  regulations,  that  they  feel  that 
the  program  is  unworkable  and  they  have  urged  me  over  and  over, 
and  we  have  contacted  USDA  requesting  that  this  be  addressed.  I 
am  pleased  that  it  is  happening. 

I  hope  you  are  working  with  field  staff  who  have  experienced  the 
problem  on  farm-by-farm  evaluations  and  with  bankers  who  have 
done  the  same  so  that  it  actually  is  going  to  work  well  in  the  field. 

Mr.  Chairman,  would  you  indulge  me  in  a  couple  of  other  brief 
questions  here? 

Mr.  English.  One  additional  minute. 

Mr.  MiNGE.  I  would  also  like  to  just  point  out  a  couple  of  other 
things  that  have  come  to  my  attention  in  visiting  with  bankers, 
farmers,  and  FmHA  staff  people  that  the  complexities  of  the  regu- 
lations under  which  the  program  operates,  the  difficulty  in  comply- 
ing and  even  the  feeling  that  the  bankers  have  that  it  is  so  difficult 
for  them  to  work  through  the  FmHA  process,  that  it  isn't  worth 
their  time,  and  as  a  consequence,  they  don't  work  with  farmers  un- 
less they  will  qualify. 

It  has  resulted  in  the  programs  either  having  a  bad  reputation 
in  certain  areas  or  being  underutilized.  I  would  just  urge  that  as 
a  part  of  the  new  administration  and  reaching  out,  that  the  regula- 
tions be  reviewed  like  this  one  is  being  reviewed  to  try  to  make  the 
program  more  user  friendly  and  not  depend  upon  innovative  county 
supervisors  to  determine  how  it  make  it  user  friendly  but  have  it 
from  the  top  down. 

I  know  that  your  attitude  is  in  that  direction,  and  I  would  like 
to  support  you  and  emphasize  the  importance  of  doing  this  because 
of  the  problems  that  we  have  faced  in  our  area.  If  there  is  informa- 
tion you  could  give  us  on  efforts  that  you  are  making  to  make  the 
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program  user  friendly,  including  the  expedited  re\aew  process  on 
the  guaranteed  program  for  certified  lenders,  I  would  appreciate 
your  comments. 

Mr.  Nash.  We  certainly  support  that.  It  starts  from  the  Vice 
President's  National  Performance  Review  where  he  said  we  are 
going  to  cut  regulations — I  think  the  goal  was  50  percent.  Start 
writing  more  in  English  than  in  the  past.  I  realize  the  importance 
of  bankers  and  how  they  would  like  to  work  with  Government  pro- 
grams. 

I  would  like  to  have  bankers  be  more  partners  with  us,  and  one 
of  the  ways  is  for  us  to  cut  out  a  lot  of  regulations  and  redtape. 
We  are  going  to  have  less  rules  and  regulations.  I  hope  bankers 
will  appreciate  that  and  work  with  us  more. 

Mr.  MiNGE.  Is  there  anything  in  the  process  with  sort  of  a  pre- 
dictable time  deadline  for  doing  that? 

Mr.  Nash.  It  is  a  continuous  process.  We  have  to  continue  to  do 
it  day  in  and  day  out.  It  is  not  like  in  30  or  60  days  we  will  have 
it  reduced  by  this  percentage.  We  have  to  figure  out  how  to  get  rid 
of  regulations  not  mandated  by  law,  then  we  have  to  put  in  new 
ones  to  m£ike  sure  that  we  cut  down  on  what  we  put  in  and  take 
out  the  unnecessary.  It  is  a  continuous  process. 

I  don't  have  a  deadline  or  goal  to  state  to  you  today,  but  I  think 
you  will  see  a  significant  reduction  over  the  years  in  these  pro- 
grams. 

Mr.  MiNGE.  I  encourage  you  to  set  a  deadline  because  I  find  my 
life  doesn't  get  organized  if  I  don't. 

Thank  you. 

Mr.  English.  Mr.  Dooley. 

Mr.  Dooley.  Thank  you  for  your  strong  endorsement  of  sections 
4  and  5.  We  appreciate  that. 

As  I  understand  it,  last  year  California  only  utilized  33  percent 
of  their  allocation,  somewhere  thereabouts. 

Mr.  Nash.  Under  ownership,  30.1  percent  and  operating,  39.1 
percent. 

Mr.  Dooley.  In  that  range.  I  think  those  numbers  are  exactly 
what  we  are  concerned  with  because  it  is  not  just  California,  there 
are  other  States  that  are  also  experiencing  this,  is  that  we  contend 
that  one  of  the  reasons  why  we  are  not  using  50  percent,  75  per- 
cent of  our  funds  is  because  the  criteria  which  FmHA  is  utilizing 
does  not  acknowledge  and  is  not  applicable  to  farming  situations  in 
California  and  in  other  high  valued-land  States. 

I  would  assume  that  USDA  and  FmHA  is  committed  to  helping 
beginning  and  small  farmers  in  California  every  bit  as  much  as 
they  are  in  Kansas  and  Nebraska,  are  they  not? 

Mr.  Nash.  Yes,  sir. 

Mr.  Dooley.  If  they  are  committed  to  helping  these  small  farm- 
ers in  the  same  degree,  should  they  not  also  have  a  policy  that  ac- 
knowledges the  very  real  differences  in  land  values  and  operating 
conditions? 

Mr.  Nash.  Yes,  sir;  I  think  we  should.  I  am  not  sure  I  know  ex- 
actly how  to  get  at  it — the  indexing  proposal,  I  am  not  sure  we  can 
just  have  an  indexing  just  for  California  or  a  few  other  States.  That 
is  going  to  affect  everybody. 
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Mr.  DOOLEY.  What  we  are  proposing,  and  we  are  willing  to  nego- 
tiate on  this,  we  are  maintaining  the  floor  to  insure  that  nobody 
is  adversely  impacted  or  see  their  loan  limits  go  down.  We  do  agree 
in  the  private  conversations  we  have  with  USDA  that  there  is  per- 
haps a  need  to  have  a  cap.  We  didn't  put  a  cap  on  and  if  that  is 
something  that  is  needed  we  would  be  more  than  willing  to  con- 
sider a  cap  that  is  reasonable  to  accommodate  those  concerns. 

The  figures  you  used  is  that  250,  300  loans  would  drop  to  70 
loans.  If  we  were  seeing  all  our  funds  used  in  the  250  to  300  loans 
being  made,  we  wouldn't  be  here  with  this  legislation. 

Mr.  Nash.  We  have  already  started  an  aggressive  effort  to  try  to 
make  sure  that  people  in  every  State,  those  who  could  not  qualify 
for  commercial  credit,  haven't  used  Farmers  Home  as  a  last  resort, 
and  we  hope  to  see  an  increase  in  the  number  of  people  who  access 
these  programs. 

Mr.  DoOLEY.  We  would  just  as  soon  they  didn't  spend  a  lot  of 
money  on  advertising,  rather  spend  money  on  loans.  With  this,  we 
have  a  public-private  partnership  out  there,  we  are  going  to  hear 
from  bankers  who  will  testify  that  it  doesn't  work  in  California  for 
some  of  the  reasons  we  cited. 

The  administration,  if  we  move  forward  trying  to  find  some  way 
to  accommodate  the  real-life  situations  of  higher  land  values  and 
trying  to  find  an  indexing  formula  with  caps — is  that  something 
the  administration  would  be  willing  to  work  with  us  on? 

Mr.  Nash.  Yes,  sir;  we  would. 

Mr.  DoOLEY.  In  terms  of  the  definition  of  the  family  farm,  our 
proposal  is  to  state  clearly  that  a  loan  cannot  be  denied  solely  on 
the  basis  that  a  farm  employs  more  than  two  full-time  employees. 
That,  in  itself,  is  not  a  problem,  as  I  understand. 

Mr.  Nash.  No,  sir;  that  is  not  a  problem.  We  are  directing  the 
State  farmers  home  office  in  California  to  rescind  that  announce- 
ment that  the  committees  depend  upon,  we  think,  too  much. 

Mr.  DoOLEY.  But  the  other  provision — ^where  we  tried  to  define 
what  would  actually  constitute  a  farmer — ^you  felt  that  that  lan- 
guage is  too  broad  and  that  we  need  to  work  to  define  that  more 
clearly  so  it  doesn't  open  it  up,  and  you  made  the  case  of  absentee 
owners? 

Mr.  Nash.  Yes,  sir. 

Mr.  DooLEY.  You  are  willing  to  work  with  us  so  it  doesn't  pre- 
clude participation  in  the  program  simply  because  someone  is  deal- 
ing with  a  crop  that  requires  more  employees;  that  is  not  an  objec- 
tion of  the  FmHA? 

Mr.  Nash.  No,  especially  as  it  relates  to  in  California.  At  harvest 
time,  pruning  time,  you  use  a  lot  of  part-time  employees  that  are 
not  necessarily  there  12  months  a  year  but  are  there  for  significant 
amounts  of  time.  Our  position  is  that  the  county  committees  in 
those  States  know  more  about  what  is  a  family  farm  than  we  do 
in  Washington  and  they  ought  to  be  the  ones  to  do  that,  and  we 
ought  not  give  them  directives  that  limit  that  committee's  ability 
to  make  that  determination. 

Mr.  DooLEY.  The  final  question  is  on  the  allocation  of  funds.  You 
acknowledge  that  there  is  nothing  in  our  legislation  which  changes 
the  initial  allocation  of  the  loans  to  the  States  as  currently  con- 
structed? 
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Mr.  Nash.  Correct.  The  initial  allocation  on  this  bill  does  not 
change  the  initial  allocation. 

Mr.  DOOLEY.  So  that  what  could  be  impacted  is  the  utilization 
of  the  unused  funds.  You  said  last  year  they  were  all  used,  but  one 
year  you  said  44  States  returned  funds  or  something  like  that.  His- 
torically, has  FmHA  used  all  the  funds  that  were  allocated  under 
47  States  in  1992?  Surely  we  must  have  had  a  carryover  in  that 
year  of  some  amount. 

Mr.  Nash.  I  would  like  Mr.  Aycock  to  respond  to  that. 

Mr.  Aycock.  We  are  lending  fewer  dollars  today  than  we  were 
in  1987.  Everybody  is  doing  that.  Our  caseload  is  down  probably 
35  percent  since  that  peak  time.  There  was  a  time  when  we  were 
lending  every  dollar  available  whether  it  was  direct  or  guaranteed, 
but  farmers  are  borrowing  less  money  generally  than  they  were  a 
few  years  ago.  That  is  why  we  are  having  more  money  returned  in 
the  last  few  years  than  we  had  in  the  mid-1980's. 

Mr.  DoOLEY.  When  we  talk  to  our  farmers  in  our  district,  there 
is  still  a  crying  need  for  access  to  credit,  and  perhaps  with  some 
of  these  changes  that  we  are  considering,  we'll  be  able  to  facilitate 
FmHA  utilizing  a  greater  percentage  of  these  funds. 

Thank  you. 

Mr.  English.  Would  the  gentleman  yield? 

Mr.  Aycock,  the  figures  being  cited,  is  that  all  Farmers  Home 
programs? 

Mr.  Aycock.  That  is  for  the  guaranteed  programs. 

Mr.  English.  So  this  would  not  apply  to  any  of  the  rural  develop- 
ment-type programs? 

Mr.  Aycock.  That  is  correct. 

Mr.  English.  So  this  is  strictly  on  ownership. 

Mr.  Aycock.  And  operating. 

Mr.  English.  Mrs.  Clayton. 

Mrs.  Clayton.  To  follow  up,  did  I  understand  you  to  say  in  an- 
swer to  the  recent  question  that  you  were  not  able  to  use  the  un- 
used funds  for  the  other  States? 

Mr.  Nash.  That  we  are  not  able  to  use  the  funds  that  were  in 
the  pool? 

Mrs.  Clayton.  When  you  had  44  States  returning  funds,  what 
happened  to  the  unused  funds? 

Mr.  Nash.  Those  funds  were  pooled  and  reallocated.  The  funds 
were  not  all — Congress  woman,  all  of  the  ownership  dollars  that 
were  pooled  and  reallocated  were  used.  The  operating  loans  were 
not — that  were  pooled,  those  funds  were  not  all  used. 

Mrs.  Clayton.  So  we  still  had  a  surplus  after  the  repooling  of 
the  operating  funds? 

Mr.  Nash.  Yes. 

Mrs.  Clayton.  Where  did  those  funds  go  back  to,  to  the  general 
fund? 

Mr.  Nash.  They  just  lapse.  They  don't  carry  over  to  the  next  fis- 
cal year. 

Mrs.  Clayton.  Thank  you. 

Mr.  English.  Thank  you  very  much,  Mr.  Nash.  We  appreciate 
your  testimony. 

Next  we  will  have  a  panel,  Mr.  Blaine  Lauhon,  who  is  with  the 
Feather  River  State  Bank  in  Yuba  City,  California;  Mr.  James 
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Chambers,  who  is  with  the  Independent  Bankers  Association  of 
America,  chairman  of  the  Agriculture  and  Rural  America  Commit- 
tee; Mr.  Ken  Graff,  who  is  president — who  will  be  testifying  on  be- 
half of  the  Western  District  Farm  Credit  Council;  and  Mike  Wea- 
sel, who  is  testifying  on  behalf  of  the  American  Bankers  Associa- 
tion. 

If  all  you  folks  would  come  to  the  table. 

Mr.  Lauhon,  we  will  let  you  begin  the  testimony.  Let  me  also  say 
again,  we  would  encourage  you  to  summarize  your  testimony.  We 
will  be  happy  to  include  your  complete  written  testimony  as  a  part 
of  our  overall  record,  but  this  would  be  a  good  time  for  you  to  sum- 
marize. 

STATEMENT  OF  BLAINE  C.  LAUHON,  VICE  PRESIDENT  AND 
MANAGER,  FARMER  MAC  DEPARTMENT,  FEATHER  RIVER 
STATE  BANK,  YUBA  CITY,  CA 

Mr.  Lauhon.  Thank  you,  Mr.  Chairman.  Grood  morning  ladies 
and  gentlemen.  I  am  Blaine  Lauhon.  I  am  the  vice  president  and 
manager  of  the  farm  real  estate  loan  department  at  Feather  River 
State  Bank  in  Yuba  City,  California.  I  testify  before  you  as  a  com- 
munity agricultural  banker  in  support  of  H.R.  2211. 

A  little  bit  of  history  of  the  bank.  We  have  been  a  very  strong 
supporter  of  the  FmHA  guaranteed  farm  loan  programs.  In  fact,  we 
have  held  the  distinction  of  being  the  leading  producer  of  FmHA 
guaranteed  loans  in  the  State  of  California  for  the  past  5  years.  In 
1992,  we  processed  76  farm  guaranteed  loans  for  $9.4  million. 

I  wanted  to  deviate  from  my  initial  testimony  to  talk  about  a 
subject  that  has  come  up  this  morning  and  I  would  like  to  dispute 
the  fact  or  the  comment  that  Mr.  Nash  said  that  indexation  will 
result  in  increased  size  of  farm  loans  and  fewer  loans  being  made 
to  farmers.  I  feel  exactly  the  opposite.  I  agree  that  the  average  loan 
size  is  likely  to  increase.  If  you  take  our  1992  numbers,  our  aver- 
age loan  size  was  $124,000.  The  reason  is  that  we  make  small 
loans  for  equipment  purchases.  A  farmer  may  want  to  buy  a  tractor 
for  $20,000  and  we  loan  him  $15,000.  At  the  same  time,  we  make 
loans  for  the  statutory  limit,  which  is  $300,000  for  a  farm  owner- 
ship loan  and  $400,000  for  an  operating  loan.  The  reason  that  the 
average  comes  out  in  between  is  because  we  are  making  small  and 
large  loans  and  the  average  is  somewhere  in  between. 

I  submit  that  we  in  California  would  be  able  to  make  more  farm 
loans  and  the  average  would  go  up  but  we  would  be  able  to  serve 
the  family  farmers  in  our  area  more  fully  and  we  would  be  able  to 
process  more  loans  if  H.R.  2211  was  passed. 

I  wanted  to  talk  a  bit  about  how  the  bank  uses  the  program.  As 
you  know,  the  FmHLA  guarantee  program  offers  a  credit  enhance- 
ment for  banks  to  help  finance  family  farms  that  may  not  fully 
qualify  for  a  commercial  loan  at  the  present  time.  These  would  in- 
clude beginning  farmers,  farmers  that  don't  have  a  lot  of  experi- 
ence, farmers  with  a  lack  of  established  credit  history,  farmers 
with  some  credit  inconsistency  or  problem  that  would  require  some 
enhancement  for  us  to  make  that  loan. 

So  this  program  is  very  beneficial  for  bankers  and  for  borrowers. 
It  helps  us  make  loans  to  family  farmers  that  we  would  not  other- 
wise be  able  to  make.  But  there  are  some  problems  with  the  pro- 
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gram  that  we  face,  particularly  in  California,  that  does  not  allow 
us  to  take  full  advantage  of  the  loan  program  and  provide  loans  to 
farmers. 

We  feel  that  the  relatively  low  loan  limits  result  in  inadequately 
differentiating  the  farm  properties,  and  we  are  unable  to  finance 
family  farms  in  our  area,  particularly  fully  economic,  full-time  fam- 
ily farms  for  some  of  the  permanent  plantings  in  our  area. 

I  think  that  the  FmHA  farm  real  estate  and  operating  loan  pro- 
gram inadequately  recognizes  the  types  of  farming  operations  and 
the  commodities  that  are  grown,  the  value  of  the  farm  properties, 
production  costs  involved  in  producing  those  commodities,  the  plant 
and  equipment  that  are  required  to  grow  those  crops,  farm  cash 
flow  requirements,  and  the  degree  of  financial  leverage  that  is  re- 
quired for  particular  farms  and  which  can  be  reasonably  supported 
by  the  cash  flow  from  those  farms.  So  all  of  these  factors  affect  the 
financial  structure  of  the  farm  operation  and  the  amount  of  debt 
that  is  required  to  finance  it. 

High  value  crops,  like  those  that  are  grown  in  California,  require 
more  debt  capital  and  they  can  support  more  debt  capital  because 
their  cash  flow  is  better.  H.R.  2211  will  provide  for  an  indexation 
of  the  loan  limits  based  on  the  average  value  of  farmland  versus 
the  U.S.  average. 

I  would  like  to  again  state,  the  environment  that  we  work  in  in 
California.  It  was  mentioned  this  morning  that  the  average  value 
of  California  cropland  is  $1,722  an  acre  whereas  the  average  U.S. 
cropland  is  $700.  In  our  particular  area  of  operation,  a  lot  of  farm 
ground  is  planted  to  permanent  plantings,  orchards  and  vineyards. 
The  average  value  of  farmland  in  that  Eirea  is  between  $5,000  and 
$10,000  an  acre,  and  there  is  some  property  in  northern  California 
that  retains  values  in  excess  of  $25,000  an  acre. 

So  I  have  included  in  my  written  testimony  several  examples, 
one  of  a  farm  ownership  loan  and  one  of  an  operating  loan,  that 
portray  my  statement  that  we  are  unable  to  finance  many  of  the 
family  farms  in  northern  California.  I  would  encourage  you  to  go 
through  that.  I  think  it  is  on  pages  5  and  6  of  my  written  testi- 
mony. It  explains  the  situation  that  we  face.  One  is  a  walnut  exam- 
ple and  one  is  a  peach  grower  example. 

I  think  you  will  see  that  we  are  just  not  able  to  serve  some  of 
these  family  farms,  and  with  the  indexation  of  the  maximum  loan 
limits  through  FmHA  as  proposed  by  the  bill,  this  will  improve  the 
program,  in  my  opinion,  and  allow  us  to  serve  those  family  farm 
operations  that  raise  high  value  crops  on  high  value  land. 

Shifting  to  the  definition  of  the  family  farm,  this  is  an  issue  that 
we  go  through  on  each  loan  application  that  we  submit  to  FmHA. 
The  county  committee  is  required  to  determine  the  eligibility  of  the 
borrower.  FmHA  officials  told  me  that  they  go  through  five  general 
criteria  to  make  sure  that  that  farm  met  the  definition  of  the  fam- 
ily farm.  Several  of  these  criteria  pertain  to  the  role  of  the  appli- 
cant and  his  use  of  outside  labor  to  produce  the  crops  that  are 
raised  on  the  farm. 

In  order  for  a  borrower  to  meet  the  definition  of  a  family  farm, 
he  has  to  provide  a  significant  amount  of  management  and  labor 
to  the  farm  operation.  He  can  use  outside  labor  but  it  has  to  be 
limited,  and  in  California,  as  has  been  stated  earlier,  it  has  been 
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interpreted  to  mean  that  the  family  farmer  can  employ  no  more 
than  two  full-time  farm  employees. 

We  have  had  difficulty  with  this  because  California  agriculture 
requires  more  full-time  employees  than  other  farm  operations  in 
this  Nation.  We  grow  a  lot  of  perishable  fruits  and  vegetables.  It 
is  critical  to  meet  the  cultural  practices  in  a  timely  manner  so  that 
we  will  not  lose  crop  valve  or  have  problems  that  result  in  losses 
to  that  crop.  So  the  farmers  oftentimes  need  to  employ  more  than 
two  full-time  employees. 

We  have  had  difficulties  with  FmHA  on  the  eligibility  issue.  They 
have  disqualified  loans  based  on  the  fact  that  the  farmers  have  em- 
ployed more  than  two  full-time  employees.  We  feel  H.R.  2211  clari- 
fies the  issue  and  clearly  defines  that  the  county  committee  csmnot 
turn  down  an  application  based  on  the  fact  that  the  operation  em- 
ploys more  than  two  full-time  employees.  This  is  a  more  equitable 
treatment  of  the  family  farm  definition,  and  I  support  that. 

The  third  area  that  I  wanted  to  talk  to  you  about  this  morning 
is  the  availability  of  credit  elsewhere.  Under  the  existing  FmHA 
guarantee  program,  Farmers  Home  may  deny  a  credit  application 
based  on  the  assertion  that  that  borrower  is  able  to  obtain  credit 
elsewhere  from  a  commercial  source.  But  the  existing  rules  don't 
consider  the  availability  of  credit  to  the  farmer  in  the  particular 
area  where  he  is  located.  Oftentimes  there  is  inadequate  sources  of 
capital  available  to  the  farmer  in  that  area.  There  are  very  few 
lenders  in  the  Sacramento  Valley  that  are  serving  the  family  farm- 
er. 

The  large  multibranch,  commercial  banks  generally  require  con- 
siderably higher  minimum  loan  amounts,  so  basically  the  Farm 
Credit  System  and  community  banks  are  about  the  only  sources  of 
farm  credit  available,  and  so  we  feel  that  FmHA  should  consider 
the  sources  of  agricultural  financing  in  a  particular  area  before  de- 
nying a  loan. 

It  is  difficult  for  the  bank  and  the  borrower  if  a  guaranteed  loan 
request  is  declined  based  on  the  credit  availability  issue.  The  bor- 
rower has  gone  through  a  big  process  in  getting  the  loan.  The  bank 
has  spent  a  lot  of  time  in  preparing  the  loan  package,  and  as  cer- 
tified and  approved  lenders,  we  feel  that  they  should  accept  the 
fact  that  we  say  we  need  the  guarantee  on  that  loan  in  order  to 
do  it.  So  I  support  the  part  of  H.R.  2211  that  requires  consideration 
of  availability  of  credits  in  the  area  where  the  farm  is  located. 

In  summary,  the  FmHA  farm  loan  guarantee  program  offers  a 
significant  opportunity  for  lenders  to  finance  family  farm  oper- 
ations. By  using  the  program,  banks  are  able  to  serve  farm  cus- 
tomers that  they  would  otherwise  be  unable  to  finance.  However, 
I  feel  that  the  existing  program  requires  the  changes  that  are  pro- 
posed by  the  Agricultural  Credit  Equity  Act  of  1993  in  order  to  eq- 
uitably serve  all  this  Nation's  family  farmers. 

In  California,  we  have  not  been  able  to  lend  all  the  guaranteed 
loan  funds  that  we  have  been  allocated.  One  of  the  main  reasons 
is  that  the  existing  program  is  too  restrictive  and  does  not  allow 
us  to  make  large  enough  loans.  The  passage  of  this  bill  will  allow 
banks  to  increase  agricultural  lending,  thus  providing  increased  ac- 
cess to  commercial  credit  for  U.S.  farmers.  This  bill  will  help  en- 
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sure  the  FmHA  guarantee  program  meets  the  needs  of  this  Na- 
tion's farmers. 

Thank  you,  and  I  would  be  glad  to  answer  any  questions. 

[The  prepared  statement  of  Mr.  Lauhon  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  English.  Thank  you  very  much. 

Mr.  Chambers.  I  want  to  ask  our  witnesses  to  summarize  their 
testimony,  please,  and  try  to  hold  that  to  within  5  minutes. 

STATEMENT  OF  JAMES  T.  CHAMBERS,  CHAIRMAN,  AGRI- 
CULTURE-RURAL AMERICA  COMMITTEE,  INDEPENDENT 
BANKERS  ASSOCIATION  OF  AMERICA 

Mr.  Chambers.  Mr.  Chairman,  and  distinguished  members  of  the 
subcommittee,  I  am  Jim  Chambers  and  I  am  president  of  Town  and 
Country  Bank  in  Stephenville,  Texas,  located  60  miles  southwest 
of  the  Dallas-Fort  Worth  area. 

I  currently  serve  as  the  chairman  of  the  agriculture-rural  Amer- 
ica committee  of  the  Independent  Bankers  Association  of  America, 
and  I  testify  today  on  behalf  of  the  6,000  community  bankers  who 
are  members  of  this  organization.  I  appreciate  this  opportunity  to 
share  with  you  the  views  of  our  Nation's  community  bankers.  As 
you  instructed,  I  will  summarize  my  testimony  and  submit  the 
statement  for  the  record. 

H.R.  2211,  the  Agricultural  Credit  Act  of  1993,  would  open  up 
new  credit  opportunities  for  many  family  farmers  whose  credit 
needs  exceed  Farmers  Home  lending  limits.  IBAA  supports  the  con- 
cept of  indexing  the  FmHA  guaranteed  loan  limits  to  leind  values. 
We  believe  that  this  will  redress  an  inequity  in  the  program  that 
has  created  hardships  for  many  family  farmers  in  California  and 
elsewhere,  particularly  farmers  who  sell  to  cooperatives  which  typi- 
cally hold  back  a  portion  of  the  receipts  until  the  price  of  the  com- 
modity has  been  established. 

But  we  have  several  concerns  about  the  effect  that  would  have 
on  the  overall  availability  of  credit,  especially  on  small  borrowers. 
By  opening  up  the  program  to  larger  borrowers,  you  may  be  in  fact 
limiting  the  availability  of  credit  to  smaller  borrowers.  To  remedy 
this,  we  believe  limits  should  be  placed  on  individual  loans  so  that 
no  single  borrower  or  group  of  borrowers  could  obtain  a  dispropor- 
tionate share  of  the  funds. 

Banks  have  limits  on  the  amount  of  capital  that  we  can  lend  to 
any  individual  borrower  and  we  suggest  that  perhaps  similar  rules 
expressed  as  a  percentage  of  the  State's  total  allocation  be  applied 
to  this  program  to  protect  the  interests  of  small  borrowers.  We  also 
believe  some  accommodation  should  be  made  for  those  States  that 
have  historically  relied  on  pooled  funds  to  meet  their  credit  needs. 
The  indexing  formula  should  look  at  historical  lending  patterns  to 
prevent  any  individual  State  from  experiencing  a  severe  reduction 
in  the  overall  amount  of  funds  available. 

We  also  support  the  section  of  the  bill  that  grants  Farmers  Home 
county  committees  more  flexibility  in  making  family  farm  deter- 
minations. Clearly  the  number  of  fiill-time  employees  is  not  always 
the  best  criteria  to  use  in  making  family  farm  determinations  and 
county  committees  should  have  the  discretion  to  weigh  other  fac- 
tors as  well. 
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IBAA  cannot  support  the  proposal  in  the  bill  to  abolish  credit 
elsewhere  tests  for  guaranteed  loans.  We  believe  that  this  would 
undermine  the  purpose  of  the  guaranteed  loan  program  and  sub- 
vert the  mission  of  Farmers  Home.  If  in  fact  credit  is  not  available 
in  a  local  area  due  to  lending  limitations  or  lack  of  reserves,  that, 
in  itself,  would  be  cause  for  denial  and  the  borrower  would  qualify 
for  a  guarantee. 

We  are  very  concerned  that  doing  away  with  this  important  test 
could  result  in  a  program  for  only  the  most  creditworthy  borrowers, 
which  would  breach  the  mission  of  Farmers  Home. 

We  also  cannot  support  the  provision  on  marketing  agreements 
without  substantial  further  study.  We  feel  this  issue  should  be  han- 
dled outside  this  legislation  because  of  the  effects  it  might  have  on 
the  borrowers  and  lenders  alike. 

In  conclusion,  Mr.  Chairman,  IBAA  supports  the  thrust  of  H.R. 
2211,  which  is  to  extend  credit  opportunities  under  Farmers  Home 
guaranteed  loan  programs  to  all  producers  on  an  equitable  basis. 
However,  we  have  concerns  about  the  effect  this  would  have  on 
small  borrowers  and  on  States  that  have  extensively  utilized  pool 
funds  to  meet  their  credit  needs.  We  support  the  provision  clarify- 
ing the  guidelines  on  family  farms. 

We  strongly  oppose  doing  away  with  the  credit  elsewhere  test  for 
Farmers  Home  guaranteed  loans  because  it  would  undermine  the 
historic  mission  of  Farmers  Home.  We  recommend  that  the  provi- 
sion on  marketing  agreements  be  examined  more  extensively  out- 
side the  scope  of  this  legislation  to  determine  its  full  effects  on 
Farmers  Home  borrowers  and  lenders. 

Thank  you  for  allowing  IBAA  to  testify  today  on  behalf  of  the 
Nation's  community  bankers.  I  would  be  happy  to  respond  to  any 
questions  you  may  have. 

[The  prepared  statement  of  Mr.  Chambers  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  English.  Thank  you. 

Mr.  Graff. 

STATEMENT  OF  KENNETH  E.  GRAFF,  PRESffiENT  AND  CHIEF 
EXECUTIVE  OFFICER,  CENTRAL  COAST  FEDERAL  LAND 
CREDIT  ASSOCIATION  AND  CENTRAL  COAST  PRODUCTION 
CREDIT  ASSOCIATION 

Mr.  Graff.  Thank  you,  Mr.  Chairman  and  Members  of  the  sub- 
committee. My  name  is  Ken  Graff.  I  am  currently  the  president 
and  CEO  of  the  Central  Coast  Federal  Land  Credit  Association  and 
the  Central  Coast  Production  Credit  Association  headquartered  in 
Arroyo  Grande,  California.  I  will  try  to  summarize. 

I  am  here  today  on  behalf  of  our  two  institutions,  the  approxi- 
mately 1,000  stockholder/borrowers  that  we  serve  in  our  area  as 
well  as  on  behalf  of  the  Western  District  Farm  Credit  Council, 
which  represents  all  of  the  farm  credit  associations  in  the  five- 
State  southwestern  portion  of  the  United  States,  and  the  stockhold- 
ers that  they  serve. 

Our  associations  have  about  $400  million  in  mortgage  and  oper- 
ating loans  outstanding  in  our  tri-county  area.  I  am  sure  that  you 
are  familiar  with  the  Farm  Credit  System  and  the  nature  of  our 
institutions.    What   you    are    probably    not   familiar   with    in    our 
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tricounty  area  is  the  extent  of  diversity  that  we  have  not  only  by 
size  of  farming  operations — we  finance  all  types  of  operations,  but 
also  commodities,  we  have  extensive  diversification  from  cattle  to 
vegetables,  citrus,  flower-nursery  products,  et  cetera. 

We  are  also  diverse  by  the  nationality  of  our  membership,  which 
includes  many  Japanese  growers,  Dutch  flower  growers,  as  well  as 
Hispanic  growers.  We  do  endeavor  to  serve  a  broad  aspect  of  agri- 
culture in  our  area  and  in  doing  so,  we  employ  a  variety  of  risk 
management  techniques.  We  place  loans  in  our  own  portfolio,  we 
participate  in  loans  with  others,  and  some  loans  we  make  with 
guarantees,  FmHA  among  others.  Our  two  institutions  have  uti- 
lized the  FmHA  programs.  Last  year  we  received  recognition  for 
having  about  $1.4  million  FmHA  in  guaranteed  loans,  the  seventh 
highest  level  among  all  lenders  in  California. 

We  are  here  today  because  we  appreciate  the  efforts  of  Congress- 
man Dooley,  Congressman  Pombo,  as  well  as  the  other  Members  of 
Congress  who  support  this  legislation  because  we  believe  that,  hon- 
estly, some  changes  are  needed  in  order  to  make  the  benefits  of  the 
FmHA  programs  available  to  a  broader  segment  of  the  agricultural 
community,  particularly  in  our  area. 

With  regard  to  that,  I  would  like  to  comment  on  some  of  the  com- 
ments made  earlier  about  using  averages.  Averages  can  be  deceiv- 
ing. Whenever  you  use  averages  with  respect  to  California,  I  would 
ask  you  to  consider  the  fact  that  if  you  took  California  and  placed 
it  in  the  midsection  of  the  country,  it  would  encompass  everything 
from  Nebraska  to  Texas.  If  you  took  it  and  placed  it  on  the  east 
coast,  it  would  cover  everything  from  Virginia  southward. 

In  that,  I  think  you  can  appreciate  the  fact  that  there  is  consid- 
erable diversification  in  California.  We  have  areas  in  California 
and  types  of  geography  and  commodities  raised  that  probably  re- 
semble the  chairman's  area.  We  have  areas  that  resemble  the  east 
coast — to  North  Carolina,  and  we  have  a  variety  of  virtually  every- 
thing. 

So  when  we  talk  about  averages  in  California,  the  average  that 
the  administration  uses  for  average  loan  size,  that  may  be  a  fact, 
but  that  may  mean  that  we  are  only  making  loans  in  certain  areas 
of  California  and  there  are  many  other  areas  that  we  are  not  serv- 
ing. Our  area  is  one  of  those  types  of  areas  because  of  the  relatively 
high-value  perishable  commodities  that  we  finance. 

We  run  into  a  quandary  in  our  area  in  both  tjrpes  of  operations. 
We  have  some  large  cattle  and  dryland  grain  operations  on  the  one 
hand  which,  because  of  the  fact  that  they  have  very  large  acreages 
in  order  to  be  economically  sufficient,  they  are  of  such  size  that 
they  run  into  limitations  with  the  FmHA  loan  program  and  they 
encompass  thousands  of  acres. 

On  the  other  hand,  we  have  some  very  small  family  farm  oper- 
ations that  encompass  no  more  than  100  acres  with  high-value 
crops  such  as  strawberries,  vegetables,  wine  grapes,  et  cetera,  that 
similarly  run  up  against  the  dollar  limitations  in  the  FmHA  loan 
programs.  These  limits  are  particularly  troublesome  because  of  the 
high-value  crops  that  we  produce  and  they  inhibit  the  ability  of 
FmHA  and  ourselves  to  work  with  a  large  group  of  growers.  Many 
of  these  growers  are  beginning  farmers,  minority  growers,  His- 
panics  and  others  who  are  trying  to  get  started,  and  many  of  those 
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people  are  relatively  small  operations.  I  would  like  to  dispel  the  no- 
tion that  just  because  they  borrow  a  lot  of  money  doesn't  mean 
they  are  not  necessarily  family  or  small  farmers.  It  is  just  because 
the  types  of  commodities  they  produce  are  inherently  higher  value 
and  require  a  significantly  higher  investment  per  acre. 

When  you  get  into  vegetables,  you  can  be  talking  from  $2,000  to 
$7,000  an  acre  preharvest.  When  you  get  into  strawberries,  you 
could  raise  that  to  $10,000  an  acre  preharvest.  So  I  would  like  to 
dispel  the  notion  that  these  are  not  family  farmers.  These  truly  are 
family  farmers  and  many  would  take  great  offense  to  people  believ- 
ing that  they  weren't. 

These  low  dollar  levels  inhibit  the  ability  of  FmHA  and  ourselves 
to  also  assist  some  of  these  family-type  farms  with  the  transition 
from  one  generation  to  another.  Given  the  increasing  age  of  farm- 
ers in  our  area  and  the  Nation,  it  is  important  to  have  the  avail- 
ability of  FmHA  guarantees  to  assist  during  that  transition  so  that 
family  farms  can  be  preserved  rather  than  being  sold  and  combined 
with  ever  larger  operations. 

As  is  readily  apparent,  the  indexing  formula  contained  in  this 
legislation  or  some  similar  form  of  indexing  resulting  in  higher 
loan  limits  is  definitely  needed.  From  our  perspective,  we  are  not 
necessarily  wedded  to  the  formula  that  is  in  this  particular  legisla- 
tion, but  I  think  that  we  would  be  interested  in  working  with  the 
administration  to  come  up  with  a  formula  that  will  provide  more 
equitable  access  to  people  in  our  area  as  well  as  to  other  areas. 

A  further  impediment  to  financing  growers  in  our  area  is  im- 
posed by  the  limitation  on  employees.  I  have  heard  the  discussion 
this  morning  that  this  may  be  administrative  and  more  applicable 
in  California.  But  I  can  testify  to  the  fact  that  it  is  real.  I  am  not 
sure  that  leaving  it  totally  to  the  discretion  of  the  county  commit- 
tee is  always  best,  although  I  think  they  are  a  good  judge  of  that 
in  many  respects,  but  it  could  lead  to  variation  from  area  to  area 
in  the  way  it  is  administered. 

Another  comment  regarding  the  employee  limitation.  There 
seemed  to  be  in  the  response  and  the  questions  some  concern  about 
whether  we  can  allow  more  part-time  but  not  necessarily  more  full- 
time  employees.  Again,  I  would  caution  you  about  that  particular 
aspect.  We  have  many  family  farmers  and,  as  Mr.  Pombo  and  I  be- 
lieve indicated  in  some  of  his  comments  earlier,  a  lot  of  our  people 
in  our  area  may  farm  100  acres  but  they  turn  that  100  acres  three 
times  a  year  and  they  use  those  people  frequently  as  they  are  turn- 
ing that  acreage  over  three  times  in  the  various  vegetable  commod- 
ities. Rather  than  having  to  find  those  people  only  when  they  need 
them,  they  keep  them  on  to  do  irrigation  and  other  things  during 
intervening  times  as  well. 

I  don't  think  we  want  to  set  up  something  saying  we  are  only 
going  to  do  this  for  part-time  employees  as  opposed  to  full-time  em- 
ployees and  create  by  virtue  of  the  legislation  something  that 
would  preclude  what  I  think  is  probably  pretty  good  management 
practice  by  family  farmers  and  relatively  small  growers  in  our  area. 
So  I  would  caution  against  that. 

I  would  also  like  to  comment  on  the  provisions  precluding  an  ap- 
plicant having  an  agreement  with  a  shipper  who  shares  in  the  pro- 
ceeds. That  is  a  very  significant  factor  in  limiting  program  partici- 
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pation  in  our  area.  As  indicated  in  my  testimony,  approximately  75 
percent  of  the  total  agricultural  sales  in  our  three-county  area  is 
high-value  commodities — strawberries,  vegetables,  grapes,  et 
cetera.  Our  portfolio  is  representative  of  that.  And  those  are  perish- 
able commodities. 

Given  the  high  investment  required  nearly  all  of  our  small  grow- 
ers, and  in  fact  we  believe  it  is  a  good  risk  management  tool,  have 
some  form  of  a  tie-in  with  a  grower  or  shipper  on  the  other  end 
because  they  are  not  large  enough  and  don't  have  the  size  or  are 
not  economically  viable  enough  to  be  able  to  have  the  cooling  oper- 
ation and/or  a  sales  operation  for  their  own  individual  operations. 
So  they  typically  do  enter  into  those  types  of  arrangements.  And 
those  types  of  arrangements  are  good  business  practices  and  they 
shouldn't  preclude  them  from  eligibility  for  the  Farmers  Home  Ad- 
ministration program  benefits. 

In  summary,  Mr.  Chairman  and  distinguished  subcommittee 
members,  we  believe  the  changes  or  the  t5T)e  of  changes  at  least 
proposed  in  this  legislation  are  both  necessary  and  appropriate  in 
order  to  provide  equal  opportunity  for  people  in  areas  such  as  ours 
to  participate  in  the  FmHA  program  benefits.  They  are  truly  family 
farms.  There  are  family  farms  in  our  areas  and  other  areas  of  the 
country  which  produce  labor-intensive,  high-value  commodities, 
and  they  need  equal  opportunity  and  equal  access  to  these  pro- 
grams. 

I  thank  you  for  the  opportunity  to  be  here  and  to  present  this 
testimony  to  you  today,  and  I  would  be  happy  to  respond  to  any 
questions  you  may  have. 

[The  prepared  statement  of  Mr.  Graff  appears  at  the  conclusion 
of  the  hearing:] 

Mr.  English.  Thank  you.  Mr.  Weasel. 

STATEMENT  OF  MICHAEL  WEASEL,  VICE  PRESIDENT,  HUNT- 
INGTON NATIONAL  BANK,  SPRINGFIELD,  OH,  ON  BEHALF  OF 
THE  AMERICAN  BANKERS  ASSOCIATION 

Mr.  Weasel.  Mr.  Chairman  and  members  of  the  subcommittee. 
I  am  pleased  to  be  here  on  behalf  of  the  American  Bankers  Associa- 
tion to  participate  in  this  hearing  regarding  the  provisions  of  H.R. 
2211,  the  Agricultural  Equity  Improvement  Act  of  1993  introduced 
by  Congressmen  Dooley  and  Pombo.  I  am  Michael  Weasel,  vice 
president  of  Huntington  National  Bank  in  Springfield,  Ohio,  and  I 
am  the  chairman  of  the  American  Bankers  Association  Agricultural 
Bankers  Executive  Committee. 

The  ABA  is  a  trade  association  and  professional  association  for 
America's  commercial  banks  from  the  smallest  to  the  largest.  Our 
association  members  represent  over  90  percent  of  the  industry's 
total  assets,  including  approximately  6,000  agricultural  banks. 

My  bank,  Huntington  National,  has  assets  of  $17  billion,  with 
more  than  $105  million  in  agricultural  loans.  Approximately  $5 
million  of  our  agricultural  portfolio  is  comprised  of  Farmers  Home 
Administration  [FmHA],  guaranteed  loans.  In  the  interest  of  time, 
I  will  summarize  my  prepared  statement  provided  to  the  sub- 
committee. 

To  begin,  I  would  like  to  express  ABA's  appreciation  to  you,  Mr. 
Chairman,  and  the  other  members  of  this  subcommittee  for  the  at- 
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tention  and  effort  you  have  exerted  in  recent  years  toward  stream- 
lining the  lending  programs  of  the  FmHA.  One  way  for  banks  to 
participate  effectively  in  sound  development  projects  that  lack  ade- 
quate resources  is  to  form  partnerships  with  the  Grovemment 
through  programs  such  as  FmHA  guaranteed  loans.  For  this  rea- 
son, bankers  are  encouraged  by  the  changes  and  developments  that 
are  being  implemented  at  FmHA. 

These  improvements  are  important  if  the  benefit  of  FmHA  guar- 
antees is  to  reach  more  rural  borrowers.  For  a  number  of  years,  the 
commercial  banking  industry  has  been  working  closely  with  this 
subcommittee  and  USDA  to  devise  workable  solutions  to  correct 
flaws  in  the  public/private  delivery  system  leadership.  Mr.  Chair- 
man, great  progress  was  made  last  year  with  the  passage  of  the 
Agricultural  Credit  Improvement  Act  of  1992.  This  new  law  not 
only  provides  a  framework  to  assist  beginning  farmers  and  ranch- 
ers, it  also  begins  that  difficult  process  of  streamlining  FmHA. 

For  instance,  last  year's  bill  took  a  giant  step  forward  in  this 
area  by  establishing  a  certified  lenders  program  [CLP],  which  em- 
powers bankers  to  use  more  of  their  own  lending  expertise,  and  by 
seeking  to  remove  regulatory  impediments  which  have  frustrated 
the  delivery  of  credit  to  rural  America.  In  fact,  Huntington  Na- 
tional Bank  is  in  the  process  of  completing  the  detailed  CLP  appli- 
cation, and  we  hope  to  be  the  first  in  Ohio  to  receive  CLP  status. 
Although  somewhat  imperfect  in  its  current  form,  we  believe  that 
the  CLP  does  hold  great  promise  for  the  future. 

Today,  we  have  been  asked  to  comment  on  H.R.  2211  which  ad- 
dresses the  issue  of  unobligated  FmHA  guaranteed  funds  in  certain 
regions  of  the  country,  due  in  part  to  FmHA  current  size  limita- 
tions. First,  the  ABA  would  like  to  commend  both  Congressman 
Dooley  and  Congressman  Pombo  for  the  innovative  approach  they 
have  put  forward  for  discussion  in  H.R.  2211.  More  specifically,  sec- 
tion 2  of  the  bill  would  establish  an  indexing  formula  to  calculate 
loan  limits  for  FmHA  guaranteed  loans. 

In  recent  years,  bankers  from  a  number  of  areas  in  the  country, 
particularly  California,  have  expressed  concerns  about  their  inabil- 
ity to  fully  utilize  the  FmHA  guaranteed  loan  programs  because 
local  farm  values  often  exceed  the  existing  FmHA  guaranteed  loan 
limits  of  $300,000  for  ownership  loans,  and  $400,000  for  operating 
loans. 

H.R.  2211  would  provide  more  flexibility  by  enabling  banks  in 
those  areas  with  high  land  values  to  make  larger  guaranteed  loans. 
While  the  ABA  is  not  opposed  to  indexing,  and  while  we  certainly 
support  flexibility,  we  are  concerned  that  basing  indexation  solely 
on  land  values  may  unintentionally  penalize  some  regions  of  the 
country. 

In  discussing  this  legislation  with  a  number  of  my  banking  col- 
leagues from  across  the  country,  concerns  were  raised  by  bankers 
from  Western  States  with  large  ranches  but  with  land  values  that 
are  below  the  national  average.  While  the  indexation  formula  out- 
lined in  H.R.  2211  would  hold  those  regions  harmless  at  the  cur- 
rent loan  limits,  the  value  of  the  ranches  themselves  would  remain 
too  high  to  be  eligible  for  FmHA  guarantees.  They  too  would  like 
to  see  flexibility  in  the  system,  but  feel  that  in  its  current  form,  the 
indexation  formula  in  H.R.  2211  would  never  help  them. 
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In  Ohio,  the  land  values  are  almost  twice  the  national  average, 
yet  the  current  loan  limits  of  FmHLA.  have  never  been  a  prohibitive 
lending  problem  at  my  bank.  Consequently,  while  indexation  may 
have  potential  to  provide  more  flexibility,  land  values  should  not  be 
the  only  criteria.  In  addition,  other  bankers  have  expressed  con- 
cerns that  using  only  land  values  as  the  basis  for  indexation  overly 
emphasizes  real  estate  in  the  credit  decisions  for  FmHA  guaran- 
teed loans  rather  than  analysis  that  should  include  likely  future 
production  and  cash-flow  projections. 

This  is  not  to  suggest  that  the  loan  limits  are  not  a  problem  in 
some  regions  of  the  country.  Clearly,  land  values  in  California  have 
lessened  effective  bank  participation  in  the  FmHA  programs  in 
that  State.  With  the  amount  of  unused  authorization  available  in 
recent  years,  the  ABA  could  consider  supporting  the  development 
of  a  mechanism  that  would  provide  for  more  flexibility  in  the  cur- 
rent system  so  long  as  it  does  not  penalize  any  one  region  of  the 
country.  The  ABA  will  be  pleased  to  work  with  this  subcommittee 
and  FmHA  to  help  devise  a  loan  limit  mechanism  that  is  flexible, 
regionally  neutral,  and  fair. 

I  would  like  to  take  this  opportunity  to  express  ABA  support  for 
the  changes  the  bill  makes  with  respect  to  hired  labor.  Section  3 
of  the  bill  changes  the  existing  FmHA  hired  labor  limits  to  better 
reflect  to  reality  of  today's  farming  situation.  Specifically,  this  pro- 
vision provides  that  FmHA  may  not  deny  a  loan  solely  because 
more  than  two  individuals  are  employed  full-time  in  the  operation 
of  a  given  farm  or  ranch. 

Hired  labor  on  our  Nation's  family  farms  is  a  fact  of  modem 
farming.  Even  modest  dairy  farms,  for  example,  have  some  hired 
labor,  many  of  which  are  full-time  employees.  Using  the  existing 
hired  labor  rules  no  longer  remains  a  good  indicator  of  a  "family" 
farm  operation. 

Mr.  Chairman,  the  ABA  believes  that  there  continues  to  be  a 
number  of  factors  that  discourage  full  utilization  of  FmHA  guaran- 
teed lending  programs  by  lenders.  Although  last  year's  credit  legis- 
lation provides  an  excellent  framework  for  future  success,  it  re- 
mains imperative  that  the  Congress  and  USDA  continue  to  care- 
fully monitor  the  implementation  of  laws  and  regulations  so  that 
congressional  intent  is  fully  reflected  in  the  implementing  regula- 
tions. Workable  FmHA  regulations  can  contribute  enormously  to 
greater  utilization  of  unobligated  guaranteed  funds  that  will  enable 
more  fmancially  distressed  rural  borrowers  to  obtain  loans. 

For  example,  the  Agricultural  Improvement  Act  of  1992  called  for 
a  "simplified"  loan  application  for  loans  under  $50,000.  Unfortu- 
nately, the  implementing  regulation  essentially  requires  a  banker 
to  do  as  much  as  would  be  required  of  a  larger,  more  complicated 
application.  The  only  difference  is  that  a  banker  need  not  send  as 
much  material  to  the  FmHA  office. 

What  bankers  originally  envisioned  with  a  simplified  application 
was  an  installment-type  loan  similar  to  a  common  auto  or  credit 
card  application.  It  is  our  hope  that  the  FmHA  will  get  together 
with  the  lending  community  to  devise  a  workable,  simplified  appli- 
cation. 

Another  area  that  discourages  participation  in  the  program  is  the 
current    certified    appraisal    requirement    for    guaranteed    loans. 
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Under  FmHA  regulations,  all  guaranteed  loans  must  have  an  ap- 
praisal performed  by  a  certified  or  licensed  appraiser.  This  require- 
ment is  contrary  to  current  banking  regulations  that  require  a  cer- 
tified appraisal  only  for  loans  in  excess  of  $100,000.  Consequently, 
we  would  ask  that  FmHA  recognize  the  same  certified  appraisal  re- 
quirement as  those  established  by  the  banking  regulators. 

In  addition,  there  remain  a  number  of  implementing  regulations 
from  the  Agricultural  Credit  Improvement  Act  of  1992  that  have 
not  yet  been  released  for  comment.  Getting  these  regulations  before 
the  banking  community  for  comment  in  a  timely  fashion  would  cer- 
tainly encourage  greater  participation. 

In  closing,  I  again  wish  to  commend  Congressmen  Dooley  and 
Pombo  for  their  efforts  to  address  the  FmHA  guaranteed  loan  limi- 
tation issue.  Also,  the  banking  community  greatly  appreciates  your 
leadership,  Chairman  English,  as  you  continue  to  seek  ways  to  en- 
hance and  modernize  the  Farmers  Home  Administration  programs. 
Please  be  assured  that  the  ABA  stands  ready  to  work  with  this 
subcommittee  and  the  Farmers  Home  Administration  to  make  the 
FmHA  guaranteed  loan  programs  more  flexible  and  more  workable 
for  more  farm  borrowers  and  lenders  throughout  the  country. 

I  will  be  pleased  to  answer  any  questions  at  this  time. 

[The  prepared  statement  of  Mr.  Weasel  appears  at  the  conclusion 
of  the  hearing.] 

Ms.  Long  [assuming  chair].  We  have  been  called  to  a  vote,  so 
rather  than  proceed  with  questions,  I  will  call  the  next  panel.  If 
you  will  take  seats  behind  the  table.  When  the  final  panel  has  com- 
pleted their  testimony,  we  will  be  open  for  questions. 

Mr.  Herb  Aarons,  California  Coastal  Rural  Development  Cor- 
poration, Salinas,  California;  and  Mr.  Russell  Katayama,  a  farmer 
from  Orosi,  California. 

STATEMENT  OF  HERBERT  AARONS,  PRESIDENT,  CALIFORNIA 
COASTAL  RURAL  DEVELOPMENT  CORP. 

Mr.  Aarons.  My  name  is  Herb  Aarons.  I  am  president  of  Califor- 
nia Coastal  Rural  Development  Corporation.  I  would  like  to  thank 
the  subcommittee  for  their  interest  in  this  bill  and  thank  the  sub- 
committee for  the  invitation. 

We  are  a  lender  to  small  farmers  and  have  a  high  percentage  of 
limited  resource  loans.  Although  very  small,  we  are  probably  one 
of  the  seven  largest  FmHA  guaranteed  lenders  in  California.  I  am 
a  founding  board  member  of  the  Agricultural  Credit  Opportunity 
Coalition  which  sponsored  this  legislation  and  would  like  to  thank 
the  Congressmen  who  presented  the  legislation. 

Before  becoming  president  of  California  Coastal,  I  ran  a  straw- 
berry and  vegetable  cooperative  with  60  families'  members  and  we 
are  very  much  interested  in  limited  resource  farmers.  We  are  very 
much  opposed  to  making  the  program  only  for  the  benefit  of  larger 
farmers.  That  is  not  at  all  our  intention. 

The  main  objective  of  H.R.  2211  is  to  index  the  guaranteed  loan 
limits  for  each  county  throughout  the  United  States  based  on  the 
average  land  value  because  we  have  found  that  the  average  land 
value  correlates  well  with  other  factors  that  indicate  size:  For  ex- 
ample, operating  costs. 
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If  land  values  are  very  high,  it  is  an  indication  that  the  land  will 
support  high-value  crops  and,  therefore,  the  operating  costs  in  rais- 
ing high-value  crops  will  also  be  high.  So  we  find  that  land  is  a 
good  indicator  of  that  and  that  is  why  we  made  it  the  criteria.  If 
there  are  suggestions  for  changing  the  criteria,  we  are  more  than 
willing  to  look  at  any  changes  in  that  criteria. 

The  bill  also  looks  to  revise  the  family  farm  definition  to  elimi- 
nate a  current  bias  against  farm  employment — that  is  the  only  way 
we  can  look  at  it.  If  you  are  looking  at  a  farm  in  the  Midwest  that 
has  5  million  dollars'  worth  of  machinery  and  capital  assets,  you 
could  say  that  is  a  big  farm.  If  a  farmer  has  $5  million  to  buy  ma- 
chinery, why  is  he  not  classified  as  a  large  farmer  while  a  Salinas 
Valley  farmer  who  has  20  acres  but  hires  50  people  to  pick  his 
strawberries  is  classified  as  a  large  farmer. 

FmHA  has  made  the  argument  previously  that  California  by  it- 
self, the  California  State  office  looked  to  redefine  the  two-person 
maximum  and  to  make  it  more  restrictive  than  the  national.  The 
actual  intent  in  the  California  revision  of  the  regulation  was  to  ex- 
pand the  national  definition.  The  national  definition  previously  had 
been  more  restrictive  and  the  attempt  was  made  at  the  California 
State  office  to  make  it  more  expansive  because  loans  were  routinely 
being  turned  down  by  the  county  committees  on  farmers  who  had 
two  full-time  employees. 

The  joint  venture  arrangement  is  very  crucial  to  the  central 
coast,  and  I  have  noticed  that  USDA  has  no  objections  to  that.  We 
haven't  heard  objections  to  that  change  and  I  think  it  should  be  im- 
plemented as  quickly  as  possible.  If  it  doesn't  need  statute,  we  are 
open  to  having  that  change  made.  We  have  been  working  on  this 
issue  for  several  years,  previously  with  Congressman  Panetta,  and 
I  am  very  happy  to  see  Congressman  Farr  has  taken  over  his  inter- 
est in  farm  programs — ^but  we  have  been  unable  for  many  years  to 
make  the  changes  that  are  incorporated  in  this  bill  and  that  is  why 
we  are  bringing  this  bill  forward. 

FmHA  has  not  been  forthcoming  in  looking  at  making  the  admin- 
istrative changes,  and  I  am  happy  to  hear  there  is  a  change  of  alti- 
tude from  Farmers  Home  Administration  and  that  now  we  will  be 
able  to  see  these  changes  being  made. 

The  availability  of  credit  goes  directly  to  the  issue  of  job  develop- 
ment. An  existing  farm  without  access  to  credit  is  like  a  factory 
wanting  to  relocate  to  an  area  of  high  unemployment.  As  a  matter 
of  public  policy,  what  public  body  would  place  a  two  or  three  person 
cap  on  the  number  of  employees  hired  as  a  condition  of  public  as- 
sistance. That  is  actually  what  is  being  encoded  in  the  law  under 
the  current  regulations  which  look  at  a  maximum  of  two  full-time 
employees. 

A  farm  is  very  similar  to  any  other  type  of  employment  generat- 
ing facility,  but  we  are  making  it  a  condition  of  public  assistance 
that  that  entity  have  only  two  full-time  employees.  In  California, 
we  must  have  2  million  agricultural  workers  who  are  part-time — 
we  have  a  tremendous  unemplo5rment  problem  in  the  agricultural 
communities  and  it  makes  no  sense  to  put  a  limitation  on  farm  em- 
ployment versus  some  other  criteria.  Minorities,  especially  Latinos, 
constitute  a  very  high  percentage  of  farmworkers.  This  community 
has  a  high  and  growing  unemplo3rment  rate. 
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California's  farm  income  is  the  highest  of  any  State.  We  have 
about  12  percent  of  the  national  total.  Yet  California  farmers  re- 
ceived only  2  percent  of  the  total  FmHA  guaranteed  loans.  There 
is  obviously  £in  inequity  here  and  that  is  what  we  are  trjdng  to  deal 
with.  The  statement  that  there  would  be  less  loans  made  doesn't 
really — fails  to  qualify,  that  there  is  approximately  30  percent  un- 
used allocation  capacity  in  the  farm  operating  loan  program. 

Thirty  percent  of  the  money  is  unused.  That  means  that  if  for  ex- 
ample the  indexing  increased  the  maximum  size  to,  say,  from 
$150,000  to  $250,000,  there  would  be  an  additional  30  or  40  per- 
cent loans  made.  There  wouldn't  be  less  loans  made,  there  would 
be  more  loans  made. 

In  terms  of  the  question  of  historical  usage  of  the  pool  funds 
which  traditionally  go  back  to  the  Treasury  and  then  are  reallo- 
cated by  the  FmHA  national  office,  there  is  unused  capacity  even 
within  the  pool.  Approximately  30  percent  of  the  farm  operating 
loan  money  goes  back.  So  that  unused  capacity  would  increase  the 
total  number  of  loans  being  made,  not  decrease  the  total  number 
of  loans  being  made.  It  is  not  our  intention  to  decrease  it.  It  is  our 
intention  to  make  the  program  usable  and  accessible  by  more  farm- 
ers, especially  California  farmers. 

I  mentioned  the  family  farm  definition.  I  would  only  like  to  say 
that  the  program,  especially  in  California,  has  a  low  and  acceptable 
default  rate.  The  California  default  rate  is  one-half  of  1  percent. 
Nationwide,  the  default  rate  is  less  than  1  percent,  so  we  are  talk- 
ing about  a  very  cost-effective  program.  In  fact,  looking  just  at  the 
State  of  California,  the  program  has  no  net  cost  to  the  Treasury  be- 
cause the  default  rate  is  less  than  the  1  percent  fee  that  is  charged 
to  the  borrower  and  paid  to  FmHA. 

So  in  reality,  this  is  one  of  the  more  cost-effective  programs.  It 
is  a  very  helpful  program  for  small  farmers.  We  just  need  to 
change  the  parameters  of  the  program  to  make  it  useful  for  farms 
in  the  Nation's  largest  farm  State,  California,  and  to  enhance  the 
use  and  usability  of  the  program. 

I  thank  the  subcommittee  and  I  stand  ready  to  answer  questions. 

[The  prepared  statement  of  Mr.  Aarons  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  English  [resuming  chair].  Thank  you.  I  am  sorry  we  had  a 
vote  taking  place.  We  don't  have  any  control  over  that.  Mr.  Farr 
told  me  your  testimony  is  excellent. 

Mr.  Katayama. 

STATEMENT  OF  RUSSELL  KATAYAMA,  PRODUCER,  KATAYAMA 
&  SONS,  AND  MEMBER,  CALIFORNLV  CITRUS  MUTUAL  EXEC- 
UTIVE COMMITTEE 

Mr.  Katayama.  Good  morning.  My  name  is  Russell  Katayama.  I 
am  a  third  generation  citrus  grower  from  California  and  my  broth- 
er and  I,  along  with  my  father,  farm  300  acres  of  citrus  in  the  San 
Joaquin  Valley. 

We  are  family  farmers.  We  live  on  the  property.  All  three  fami- 
lies do.  And  we  work — the  work  is  done  primarily  by  ourselves  ex- 
cept for  the — some  of  the  more  extensive  pruning  and  harvesting 
operations. 
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Our  farm  is  our  sole  source  of  revenue.  I  believe  in  our  industry 
the  minimum  acres  to  sustain  a  family  is  about  100  acres.  They  are 
small  units  but  most — the  owner-operator  or  owner-farmer,  they 
have  other  forms  of  income. 

Land  values  in  the  San  Joaquin  Valley  for  citrus  have  fallen  dra- 
matically in  the  past  few  years.  It  was  not  uncommon  in  the  late 
1980's  for  property  to  change  hands  for  $12,000  to  $15,000  an  acre. 
Today  that  same  property  is  selling  for  $8,000  to  $10,000  per  acre. 
We  believe  the  market  has  bottomed  out. 

Southern  California  acreage  is  more  expensive  due  to  urbaniza- 
tion. Farm  costs  average  about  $1,300  an  acre.  This  figure  encom- 
passes all  agricultural  activities  including  power  to  run  our  wind 
machines  for  frost  protection.  Harvesting  and  marketing  add  an- 
other $3,000  per  acre. 

My  family  and  I  attempted  to  work  with  FmHA  after  the  dev- 
astating freeze  of  1990.  We  lost  95  percent  of  our  crop.  We  incurred 
expensive  rehabilitation  costs,  had  to  replace  10  acres  of  trees  and 
plus  incurred  all  the  cultural  costs  for  the  1991-1992  crop  year. 

I  should  mention  that  at  this  time  I  am  a  member  of  the  Califor- 
nia Citrus  Mutual  Executive  Committee.  At  the  time  of  the  freeze, 
I  was  a  director  and  CCM  worked  diligently  at  the  State  and  Fed- 
eral levels  to  help  growers  through  the  disaster. 

Citrus  Mutual  functions  as  a  citrus  producers  trade  association 
and  was  at  the  forefront  of  the  assistance  for  growers  and  farm- 
workers. Our  efforts  were  on  many  fronts  with  congressional  lead- 
ers such  as  yourselves,  the  previous  administration,  and  State  offi- 
cials. We  had  an  excellent  working  relationship  with  USDA  and 
with  State  Farmers  Home  Administration  director.  Rich  Mallory. 

I  mention  this  to  indicate  that  if  anybody  was  going  to  be  suc- 
cessful in  working  with  FmHA,  it  was  going  to  be  us  because  of  our 
involvement  and  our  relationship.  Out  of  7,000  growers  who  lost 
everything,  only  16  were  able  to  utilize  the  FmHA  emergency  pro- 
gram. 

That  is  a  travesty.  What  good  is  a  program  if  no  one  can  use  it. 
Hopes  were  raised  after  weeks  of  depression  when  all  was  lost.  All 
this  was  dashed  when  reality  set  in.  This  agency  and  its  program 
did  not  help  the  farmer  it  was  designed  to  assist. 

Reasons  for  disqualification  were  many.  CCM,  in  conjunction 
with  Congressman  Dooley,  attempted  to  overcome  these  obstacles 
via  emergency  regulations  or  clarifications  to  the  existing  rules,  but 
the  bottom  line  was  that  the  founding  fathers  of  FmHA  programs 
had  no  knowledge  of  the  perishable  industry  or  California's  high- 
value  crops  as  they  drafted  language. 

Fortunately,  our  historical  need  for  FmHA  has  been  minimal,  but 
when  the  need  was  greatest,  it  wasn't  there.  We  were  ineligible  be- 
cause of  our  land  values  and  that  is  why  the  indexing  provision  of 
H.R.  2211  is  so  important.  It  recognizes  the  multitudes  of  variances 
across  the  country  in  terms  of  values  and  costs. 

As  I  commenced  the  FmHA  application  process,  it  became  appar- 
ent that  a  multitude  of  obstacles  were  going  to  surface.  One  dealt 
with  my  ability  to  control  my  harvest  and/or  generate  revenues  for 
my  crop.  In  the  California  citrus  industry  and  many  other  perma- 
nent crops,  farmers  devote  all  their  time  and  energy  to  production. 
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We  place  our  harvesting,  packing,  and  marketing  in  the  hands  of 
somebody  or  some  entity  that  we  beUeve  will  optimize  our  returns. 

The  scale  of  economies  for  harvesting,  packing,  and  marketing 
requires  us  to  pool  these  activities  with  other  growers.  By  myself, 
I  csmnot  afford  to  hire  the  workforce  to  do  the  job.  Furthermore, 
the  workforce  would  not  work  full-time.  The  pooling  or  cooperative 
concept  allows  growers  to  hire  one  harvester,  one  packinghouse  and 
one  marketer  and  keep  them  employed  year-round.  They  tell  us 
when  it  is  the  best  time  to  pick  and  how  they  will  pick  and  when 
we  can  expect  them  to  resume  harvesting  and  marketing. 

Our  fruit  is  stored  on  the  tree.  We  can  delay  a  harvest,  we  can 
pick  one  or  two  trees  at  a  time  depending  on  market  needs — we 
can  pick  x  number  of  trees  in  one  grove  and  come  back  later.  Much 
of  this  decisionmaking  is  in  the  hands  of  another,  an  expert  in  the 
process,  if  you  will.  But  this  was  an  area  of  concern  with  existing 
rules  and  regulations. 

H.R.  2211  recognizes  the  need  to  modify  and  addresses  the  situa- 
tion in  a  fair  manner  for  California  agriculture.  Many  of  my  neigh- 
bors were  prevented  from  participating  in  the  emergency  loan  pro- 
gram because  of  the  narrow  definition  for  family  farms. 

My  brother,  dad,  and  I  are  not  the  unique  ownership  entity  in 
this  industry;  we  are  the  norm.  The  scale  of  economies  in  citrus 
gives  us  greater  opportunities  when  we  work  together.  Existing 
language  fails  to  recognize  that. 

Finally,  I  would  be  remiss  if  I  didn't  mention  one  major  obstacle 
in  our  industry's  utilization  of  the  program — the  lender  of  last  re- 
sort. I  understand  the  genesis  of  that  direction,  but  in  the  final 
analysis,  my  family,  my  friends,  my  industry  cannot  participate 
after  we  had  lost  almost  everjrthing.  Those  who  could  were  at  the 
highest  risk.  I  was  not  1  of  the  16. 

Hopefully,  I  will  not  have  a  future  need.  But  if  it  freezes  this 
Christmas,  I  will  be  devastated,  but  not  eligible.  That  is  why  we 
need  these  corrective  measures. 

Thank  you. 

[The  prepared  statement  of  Mr.  Katayama  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  English.  Thank  you. 

Mr.  Dooley. 

Mr.  Dooley.  If  we  could  have  the  prior  panelists 

Mr.  English.  Would  the  other  members  of  the  psinel  come  for- 
ward. Let  me  say,  without  objection,  we  will  keep  the  record  open 
for  any  additional  testimony  that  may  be  submitted.  I  know  we 
have  already  had  three  or  four  people  submit  testimony,  so,  with- 
out objection,  we  will  make  that  written  testimony  a  part  of  the 
record. 

[The  information  appears  at  the  conclusion  of  the  hearing.] 

Mr.  English.  Mr.  Dooley. 

Mr.  Dooley.  Thank  you. 

Thank  you  for  taking  the  time  to  come  out  today.  We  have 
gained  a  lot  of  insight  in  changes  that  need  to  be  made  in  the  legis- 
lation. We  need  to  have  caps  on  this  in  order  to  try  to  ensure  that 
we  are  not  giving  an  unlimited  amount  of  money  that  can  be 
loaned. 
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One  area  is  a  management  relationship  and  cooperative  agree- 
ment that  a  farmer  might  enter  into  with  a  processor. 

Mr.  Chambers.  The  marketing  agreement,  grower-shipper? 

Mr.  DOOLEY.  Right. 

Mr.  Chambers.  I  don't  think  particularly  that  we  have  a  problem 
with  the  relationship.  It  is  obvious  that  in  order  to  market  the 
products,  situations  exist  where  a  farmer  would  have  to  have  a 
grower-shipper  agreement. 

I  think  our  concern  might  be  that  you  could  find  a  case  where 
a  bank  might  have  to  take  a  diminished  position  as  a  lender  and 
perhaps  even  the  FmHA  may  have  to  diminish  its  lien  status  rel- 
ative to  the  contract.  I  think  the  contracts  are  made  normally  even 
before  the  application  for  the  Farmers  Home  loan  is  submitted. 

In  that  case,  I  think  the  grower-shipper  would  probably  need  to 
have  a  first  lien  on  the  products.  Obviously  that  would  promote 
more  risk  for  the  lender.  I  think  what  we  are  looking  at  there  is 
an  unfortunate  situation  where  if  you  did  have  a  default  on  a  loan, 
obviously  the  lender  would  be  diminished  somewhat  as  far  as  his 
collateral  is  concerned.  Our  concern  is  that  maybe  rather  than  ad- 
dress this  issue  legislatively,  if  this  couldn't  be  worked  out  outside 
the  bill.  It  is  an  obvious  concern.  It  is  a  catch-22  situation,  but  it 
has  to  be  worked  out. 

Mr.  DoOLEY.  One  other  point  you  made — what  our  intent  is  on 
the  credit  availability  issue,  it  is  not  at  all  to  diminish  the  existing 
standard  where  a  lender  of  last  resort,  we  are  trying  to  include 
what  is  happening  in  parts  of  the  country  where  there  is  lack  of 
available  credit  because  there  aren't  banks  out  there  that  are  inter- 
ested in  loaning  money.  We  are  adding  that  as  another  consider- 
ation that  can  be  entered  into.  I  appreciate  your  concerns  on  that. 

I  was  also  interested  in,  Mr.  Weasel  and  the  bankers,  are  any  of 
these  guaranteed  loans — do  they  lend  themselves  to  the  secondary 
market,  are  people  packaging  these  and  marketing  them  on  the 
secondary  market? 

Mr.  Chambers.  Not  particularly  in  my  area. 

Mr.  Lauhon.  We  do  use  the  Farmer  Mac  market  as  a  source  to 
sell  FmHA  guaranteed  farm  ownership  loans  and  as  a  means  to 
price  those  loans  because  Farmer  Mac  has  a  program  termed 
Farmer  Mac  2  in  which  they  are  willing  to  purchase  the  90  percent 
portion  of  the  loan  that  is  guaranteed.  In  fact,  they  announce  pric- 
ing of  those  loans  weekly  each  Thursday,  and  we  use  those  net 
yield  indexes  to  price  the  loans  that  we  originate  on  the  FO  pro- 
gram. 

Mr.  Dooley.  Mr.  Weasel. 

Mr.  Weasel.  Our  bank  has  not,  but  there  are  lots  of  banks  that 
do  utilize  the  secondary  market. 

Mr.  Graff.  Our  association  has  done  so  and  there  are  other  farm 
credit  associations  in  our  district  that  likewise  have  used  that  ave- 
nue for  making  and  selling  some  FmHA  guaranteed  loans  in  the 
secondary  market. 

Mr.  Dooley.  In  California,  obviously,  maybe  we  are  under  a  dif- 
ferent standard  in  terms  of  hired  employees  where  two  full-time 
employees  has,  I  think  many  of  the  bankers  from  California  would 
say  has  been  a  problem  in  terms  of  eligibilities  for  the  programs. 
For  people  that  are  outside  of  California,  that  has  hired  number  of 
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full-time  employees  been  a  problem  with  loans  that  you  have  tried 
to  run  through  the  FmHA  or  is  this  just  unique  to  California? 

Mr.  Chambers.  It  is  in  Texas,  particularly  in  the  central  part  of 
the  State  where  we  utilize  the  program  extensively.  There  are  peak 
times  when  you  use  more  hired  help,  and  there  are  allowances 
made  for  that.  But  oftentimes  you  find  situations  where,  just  like 
any  small  business  that  has  a  number  of  employees,  it  is  necessary 
to  have  more  than  two  employees  to  do  the  job. 

Mr.  Weasel.  Our  bank  has  not  had  a  problem  with  that.  We  are 
looking  at  large  credit  requests.  Where  it  tends  to  be  livestock  ori- 
ented, there  would  be  a  problem  because  there  will  be  more  than 
two  full-time  employees. 

Mr.  English.  Mr.  Pombo. 

Mr.  Pombo.  Mr.  Lauhon,  I  would  like  to  go  over  one  of  the  exam- 
ples that  you  have  in  your  written  testimony.  It  has  to  do  with  the 
small  family  farmer  that  buys  40  acres  of  land  and  you  have  laid 
out  there  what  his  operating  expenses  are.  Undeniably  this  is  a 
small  family  farmer,  and  from  the  loan  amount  that  you  have  for 
40  acres,  I  think  that  is  pretty  reasonable  for  your  area. 

Would  you  make  a  loan  like  this,  with  a  bottom  line  of  $8,000? 

Mr.  Lauhon.  That  margin  is  pretty  slim,  and  based  on  this  as 
a  stand-alone  operation,  the  bank  would  not  make  this  loan.  The 
family  farmer  would  have  to  either  have  outside  income  or  addi- 
tional farm  property  in  order  to  qualify  for  a  loan. 

Mr.  Pombo.  So  under  the  current  standards  in  this  program,  you 
could  not  make  a  loan  for  a  small  family  farmer  getting  into  pur- 
chasing a  40-acre  walnut  orchard? 

Mr.  Lauhon.  Not  unless  he  had  supplemental  income  to  go  along 
with  the  farm  income,  that  is  correct. 

Mr.  Pombo.  So  realistically  he  would  have  to  at  least  double  or 
triple  the  number  of  acres  before  you  would  even  consider  him  eco- 
nomically viable  to  be  a  small  family  farmer  in  your  area? 

Mr.  Lauhon.  That  is  correct.  With  the  debt  £ind  the  overhead,  as 
I  have  stated  it  on  this  assumption,  yes,  that  is  correct. 

Mr.  Pombo.  So  this  program  is  going  to  help  the  small  family 
farmer  in  high  value  areas.  And  in  areas  where  we  grow  high-value 
crops,  it  is  going  to  have  to  find  a  way  to  increase  the  guaranteed 
amounts  in  order  for  anybody  to  get  started  regardless  of  who  they 
are  or  whether  they  are  minorities  or  whatever  the  criteria  that 
has  been  laid  out  in  this  program — it  doesn't  matter  who  they  are, 
it  is  going  to  have  to  be  a  much  larger  program  in  order  for  some- 
one in  your  area  to  get  into  farming? 

Mr.  Lauhon.  I  agree  with  that.  On  a  full-time  basis  on  owned 
property,  I  agree  with  that  absolutely. 

Mr.  Pombo.  Is  it  your  understanding  that  this  program  is  to  help 
a  full-time  farmer  or  is  it  designed  to  supplement  the  income  of  a 
weekend  farmer  or  a  hobby  farmer. 

Mr.  Lauhon.  I  believe  the  intent  is  to  assist  family  farming  oper- 
ations of  which  you  can  be  a  full-time  or  part-time  farmer.  I  don't 
know  that  there  is  a  distinction  between  the  two,  but  certainly  the 
program  is  intended  to  help  both.  I  would  say  more  so  the  full-time 
farmer  than  the  part-time  farmer. 

Mr.  Pombo.  Thank  you. 

Mr.  English.  Thank  you. 
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Ms.  Long. 

Ms.  Long.  Thank  you,  Mr.  Chairman. 

I  have  a  question  I  would  Hke  the  panel  to  respond  to  regarding 
the  provisions  in  section  3.  Mr.  Weasel,  I  think  you  spoke  favorably 
regarding  the  provisions  dealing  with  more  than  two  full-time  em- 
ployees on  the  farm. 

My  question  deals  with  the  expanding  eligibility  right  above  that 
where  it  would  be  expanded  to  include  those  engaged  primarily  and 
directly  in  farming  or  ranching,  where  the  applicant  is  participat- 
ing in  routine,  ongoing  farm  activities  and  in  overall  decisionmak- 
ing with  regard  to  the  farm  or  ranch. 

That  might  include  some  people  who  are  not  working  the  farm 
on  a  daily  basis,  but  routinely  have  some  involvement,  and  that 
would  appear  to  me  then  to  expand  loan  opportunities  for  those  in- 
dividuals and  with  limited  resources,  and  it  may  make  it  more  dif- 
ficult for  some  small  farmers  that  are  working  full-time  every  day 
on  the  farm. 

Is  that  your  interpretation?  What  is  your  reaction  to  that  por- 
tion— any  one  of  you. 

Mr.  Aarons.  Our  intent  in  changing  that  language  was  that  we 
were  referencing  the  old  test  which  required  that  a  farmer  provide 
a  substantial  portion  of  the  labor  on  the  farm.  Now,  the  problem 
with  that  is  that  quantitatively,  on  a  reasonable  size,  even  a  50- 
acre  vegetable  or  strawberry  farm,  a  farmer  who  has  50  employees 
on  a  part-time  basis  and  three  or  four  on  a  full-time  basis  could 
not  meet  that  test  of  providing  a  substantial  portion  of  the  farm 
labor. 

So  our  intent  was  to  recognize  his  or  her  true  farm  status,  which 
was  in  a  managerial  aspect.  The  farmer  was  not  providing  80  or 
90  percent  of  the  labor  but  was  full-time  managing  the  farm  and 
controlling  the  operations  of  the  farm.  That  was  the  impetus  for 
that  language  change. 

Mr.  DOOLEY.  If  the  gentlewoman  would  yield,  what  that  does  is 
add  another  provision  to  section  1922.  So  all  the  existing  require- 
ments in  terms  of  being  a  bona  fide  farmer  and  a  small  farmer  are 
still  maintained.  This  just  gives  the  opportunity  that  if  you  are  on 
a  small  farm  that  is  going  to  be  perhaps  hiring  more  people,  that 
it  gives  that  flexibility  to  expand  it  to  that.  But  you  would  still 
have  the  other  requirements  that  will  still  be  a  part  of  the  existing 
statute. 

Ms.  Long.  My  concern  is  that  in  expanding  the  eligibility — and 
maybe  in  California  it  would  work  one  way — I  think  in  the  State 
of  Indiana  and  other  Midwestern  States  that  it  might  go  too  far. 
The  intent  again,  I  think,  is  very  good.  I  just  would  have  concerns 
that  somebody  who  is — who  would  be  classified  as  a  bona  fide 
farmer  under  this  language  might  not  actually  be,  but  just  because 
they  are  routinely  working  with  those  who  are  working  their  farm 
but  not  actually  a  real  farmer  in  the  sense  of  being  a  real  farmer — 
I  think  that  would  be  important. 

Mr.  English.  Thank  you  very  much.  If  there  are  no  further — Mr. 
Dooley,  do  you  have  any  other  questions? 

Mr.  Dooley.  No,  that  is  fine. 
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Mr.  English.  I  want  to  thank  our  witnesses.  We  have  had  fine 
testimony  this  morning.  We  appreciate  you  coming  before  this  sub- 
committee. 

With  that,  we  will  recess  subject  to  the  call  of  the  Chair.  Thank 
you. 

[Whereupon,  at  12:35  p.m.,  the  subcommittee  was  adjourned,  to 
reconvene,  subject  to  the  call  of  the  Chair.] 

[Material  submitted  for  inclusion  in  the  record  follows:] 
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statement  of  the  Honorable  Cal  Dooley 

before  the  House  Subcommittee  on  Environment, 

Credit,  and  Rural  Development 

on  H.R.  2211,  the  Agricultural  Credit  Equity  Act  of  1993 

October  28,  1993 

Mr.  Chairman,  I  would  like  to  take  this  opportunity  to  thank 
you  for  holding  this  hearing  today  on  H.R.  2211,  the  Agricultural 
Credit  Equity  Act  of  1993.   I  introduced  this  legislation  in 
response  to  numerous  complaints  that  I  have  received  about  the 
inadequacies  of  the  Farmers'  Home  Administration  programs. 

I  think  that  a  quick  look  at  the  number  of  loans  made  in  the 
50  states,  agricultural  production  in  these  states,  and  the 
allocations  of  FmHA  funding  for  each  state  paints  a  clear  picture 
of  where  the  programs  fall  short.   While  the  FmHA  farm  loan 
programs  are  designed  to  allow  people  to  farm  full-time,  the  lack 
of  credit  availability  in  my  district  is  making  it  difficult  for 
family  farms  to  begin,  continue  or  expand  operation.   Many 
states,  including  Florida,  Hawaii  and  in  much  of  the  Northeast, 
face  the  same  situation.   I  know  that  an  expansion  of  the  FmHA 
loan  programs  creates  concern  among  some  who  remember  the  large 
defaults  on  FmHA  loans  in  the  early  1980s.   However,  I  believe 
that  the  provisions  and  concepts  contained  in  my  bill  will  not 
have  a  detrimental  impact  on  the  FmHA  programs,  but  will  simply 
make  the  programs  more  responsive  to  the  needs  of  family  farmers 
in  states  where  traditional  farming  operations  do  not  fit  the 
narrow  FmHA  definitions. 

Mr.  Chairman,  I  hope  that  today  is  the  beginning  of  a 
process  of  addressing  the  many  concerns  that  the  farmers  in  my 
district  and  other  parts  of  the  country  have  with  the  FmHA  loan 
programs.   I  hope  that  you  will  work  with  me,  the  administration 
and  the  other  supporters  of  H.R.  2211  to  fashion  legislation  that 
is  acceptable  to  all  parties. 

Let  me  take  just  a  moment  to  discuss  the  various  provisions 
of  the  bill.   Section  2  of  the  bill  addresses  the  disparate  costs 
of  land  and  operating  costs  in  different  regions  of  the  country. 
Specifically,  the  bill  directs  the  Secretary  of  Agriculture  to 
develop  an  indexing  system,  based  on  the  Census  of  Agriculture, 
to  allow  for  higher  loan  limits  in  areas  where  land  values, 
operating  costs,  or  both,  exceed  current  program  limits.   In  no 
case  would  the  Secretary  be  able  to  drop  the  loan  limits  below 
current  levels. 

Indexing  of  credit  limits  will  allow  farmers  in  areas  with 
high  land  costs  to  use  the  FmHA  loan  guarantee  programs.   While 
farm  land  can  be  purchased  for  $700  an  acre,  land  values  in  the 
San  Joaquin  Valley  of  California,  the  number  one  agricultural 
producing  area  in  the  country,  range  from  $2,500  to  $7,500  per 
acre.   The  current  FmHA  loan  limits  make  it  virtually  impossible 
for  a  family  farm  in  that  region,  which  I  represent,  to  take 
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advantage  of  the  programs. 

Section  3  of  the  bill  addresses  an  issue  that  has  been  a 
long-standing  problem  in  California,  the  definition  of  a  family 
farm.   FmHA  regulations  contain  a  fairly  broad  definition  of  what 
is  a  family  farm,  but  the  rule-of- thumb  in  California  is  that  a 
family  farm  can  have  no  more  than  two  full-time  employees.   While 
this  is  supposed  to  be  a  guide  to  the  county  committee  members, 
it  has  become  for  all  practical  purposes  a  cut-off.   The 
limitation  is  unfair  to  farmers  who  produce  specialty  crops, 
crops  that  do  not  use  mechanized  harvesting  equipment,  or  farms 
that  must  rely  completely  on  irrigated  land.   It  is  a  simple  fact 
that  regardless  of  how  many  hours  a  farmer  works  there  are  some 
jobs  that  must  be  trusted  to  employees.   These  include 
supervising  weeding  crews,  irrigation  crews,  harvest  crews,  and 
other  activities  involved  in  the  growing  of  perishable 
commodities.   Most  of  the  farms  in  my  district  are  truly  family 
farms,  but  they  are  discriminated  against  in  the  FmHA  program 
because  of  the  number  of  full-time  employees,  needed  to  run  these 
operations.   The  current  definition  is  so  inflexible  that  a 
farmer  in  the  San  Joaquin  Valley  who  was  confined  to  a  wheelchair 
was  denied  an  FmHA  guaranteed  loan  because  he  had  more  than  two 
full-time  employees.   Clearly,  this  is  not  fair. 

Section  4  of  the  bill  addresses  the  issue  of  credit 
availability.   Specifically,  the  bill  would  allow  the  FmHA  to 
consider  the  availability  of  commercial  credit  in  the  area  when 
making  a  determination  about  the  ability  of  a  farmer  to  qualify 
for  an  FmHA  loan  guarantee.   Under  current  policy,  FmHA  can  only 
look  at  the  financial  need  of  the  farmer,  not  at  the  ability  of 
the  area  credit  market  to  provide  funds.   The  fact  is  that  in 
many  parts  of  the  nation,  community  banks  do  not  have  sufficient 
deposits  to  make  long-term  loans  or  loans  with  fixed  interest 
rates,  unless  they  have  access  to  the  secondary  market.   While  a 
farmer  with  a  stable  financial  situation  could  in  theory  get 
credit  without  the  FmHA  guarantee,  the  fact  is  that  in  many 
communities  that  is  not  possible. 

Section  5  of  the  bill  addresses  the  use  of  a  common 
marketing  arrangement  in  which  the  producer  of  a  perishable 
commodity  enters  into  a  contract  prior  to  harvesting  a  crop  with 
a  large  shipper.   Without  these  arrangements,  small  family 
farmers  would  not  have  access  to  the  markets  they  do  now,  which 
would  severely  limit  their  ability  to  sell  their  crop.   Current 
FmHA  policy  prohibits  a  farmer  who  enters  into  such  a  grower- 
shipper  agreement  to  qualify  for  a  guaranteed  loan.   This 
prohibition  is  in  place  because  of  the  concern  that  an  undue 
benefit  is  being  provided  to  a  larger  than  family- sized  entity. 
In  reality,  these  agreements  are  for  the  primary  benefit  of  small 
farmers  who  could  not  market  these  crops  on  their  own.   It  is 
unlikely  that  a  grower -shipper  would  negotiate  a  separate 
contract  with  a  small  farmer  simply  to  obtain  an  FmHA  loan 
guarantee. 
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Section  6  makes  a  change  in  the  Emergency  Loan  (EM)  program 
to  bring  it  into  line  with  the  other  FmHA  loan  guarantee 
programs.   Shortly  after  I  was  elected  to  Congress  in  1990,  my 
district  was  hit  with  a  devastating  freeze.   The  freeze  wiped  out 
most  of  the  lemon  and  orange  crops .   Farmers  turned  to  FmHA  for 
assistance  through  the  EM  loan  prograim.   However,  of  the 
approximately  3,000  citrus  farms  hit  by  the  freeze,  only  16 
farmers  received  emergency  loans . 

My  bill  brings  the  emergency  loan  program  in  line  with  other 
FmHA  guaranteed  loan  programs.   For  instance,  under  the  operating 
loan  and  farm  ownership  loan  programs,  FmHA  has  the  option  of 
considering  a  family  farm,  where  all  owners  are  related  by  blood 
or  marriage,  as  if  each  owner  were  an  individual  owner  of  his  or 
her  share  of  the  family  operation.   In  effect,  this  provision  of 
law  allows  families  who  have  pooled  their  land  and  farm  resources 
into  a  single  entity  to  be  able  to  qualify  for  an  FmHA  loan. 
However,  this  treatment  of  family  farms  has  not  been  extended  to 
the  Emergency  Loan  program.   Anyone  who  represents  an 
agricultural  district  that  has  sustained  a  disaster  must  be  aware 
of  this  discrepancy  in  law.   I  believe  that  this  provision  of  my 
legislation  goes  a  long  way  in  addressing  this  problem. 

I  believe  that  my  legislation  makes  some  sensible  changes  in 
the  FmHA  guaranteed  loan  program.   The  record  clearly  shows  that 
the  loss  rate  to  the  government  under  the  guaranteed  program  has 
been  many  times  smaller  than  that  under  the  direct  loan  program. 
The  fact  is  that  when  private  lenders  have  a  10  percent  risk  in  a 
loan,  it  creates  a  situation  where  loans  are  made  only  to  those 
with  the  ability  to  repay  and  increases  the  stability  of  the 
program.   In  California,  for  example,  the  actual  loss  rate  in  the 
guaranteed  loan  program  over  the  last  five  years  has  been  less 
than  one -half  of  one  percent. 

I  want  to  emphasize  to  my  colleagues  that  this  legislation 
is  in  no  way  intended  to  reduce  the  availability  of  credit  in 
states  with  high  FmHA  participation.   In  fact,  according  to  FmHA 
figures,  more  than  50  percent  of  the  guaranteed  program  funds 
have  gone  unused  in  the  past  two  years.   This  is  unbelievable  in 
light  of  the  serious  credit  crunch  facing  all  of  our  communities. 
The  guaranteed  program  should  be  fully  utilized.   My  legislation 
will  allow  this  to  happen. 

In  conclusion,  I  believe  that  the  common  sense  provisions 
encompassed  in  the  Agricultural  Credit  Equity  Act  of  1993  will 
extend  family  farm  opportunities  in  areas  where  they  have  not 
previously  been  available,  at  little  or  no  cost  to  the  taxpayer. 
The  bill  will  assist  many  rural  communities  in  job  creation  and 
economic  development  by  extending  the  availability  of  a  proven 
program. 
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BOB  NASH,  UNDER  SECRETARY 

SMALL  COMMUNITY  AND  RURAL  DEVELOPMENT 

UNITED  STATES  DEPARTMENT  OF  AGRICULTURE 

Before  the 

SUBCOMMITTEE  ON  ENVIRONMENT,  CREDIT, 

AND  RURAL  DEVELOPMENT 

HOUSE  COMMITTEE  ON  AGRICULTURE 

October  28,  1993 


Thank  you  and  good  morning,  Mr.  Chairman  and  members  of  the 
Committee.   I  appreciate  the  opportunity  to  be  with  you  today  to 
discuss  H.R.  2211,  the  "Agricultural  Credit  Equity  Act  of  1993." 
This  bill  deals  primarily  with  the  Farmers  Home  Administration 
(FmHA)  guaranteed  farm  loan  limits,  which  is  dependent  on  the 
borrower  meeting  the  definition  of  a  family-size  farm. 

Let  me  start  with  a  mention  of  the  basic  mission  of  FmHA, 
which  is  to  provide  supervised  credit  to  family  farmers  who  are 
unable  to  obtain  commercial  credit  at  affordable  rates  and  terms. 
We  want  to  be  able  to  work  with  you  in  ens\Jfi^ing  that  our  services 
are  available  to  all  eligible  applicants. 

We  have  no  objection  to  enactment  on  HR  2211  if  amended  as 
discussed  below. 

Guaranteed  Loans 

Section  2  of  H.R.  2211  would  index  guaranteed  farm  ownership 
and  guaranteed  operating  loan  limits  in  areas  with  above  average 
land  and  buildings  costs  to  the  U.S.  average  value  of  land  and 
buildings  as  reported  by  the  Census  of  Agriculture. 
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The  existing  limits  as  established  by  law  are  $300,000  for  a 
guaranteed  farm  ownership  loan  and  $400,000  for  a  guaranteed 
operating  loan. 

Indexing  would  allow  guaranteed  operating  loans  of  up  to 
$1.6  million  and  guaranteed  ownership  loans  up  to  $1.2  million  in 
California.   In  addition,  32  other  States  have  land  and  building 
values  above  the  national  average. 

Such  loan  limits  would  severely  limit  the  number  of  farmers 
we  would  be  able  to  assist,  based  on  our  current  guaranteed  loan 
authority  as  provided  by  Congess.   More  specif icially,  indexing 
would  severely  hamper  our  ability  to  assist  the  most  needy 
farmers. 

Mr.  Chairman,  we  see  no  advantage  in  getting  back  into 
million-dollar  loans.   One  of  the  sad  chapters  in  FmHA's  history 
was  the  time  when  there  were  no  dollar  limits  on  emergency  loans 
and  borrowers  did  not  have  to  be  family  rarmers  to  qualify. 

We  recognize  that  farming  in  California  and  some  other 
states  is  unique  in  this  country,  and  we  recognize  its  importance 
to  the  economic  health  of  those  States  and  the  nation.   With  that 
view  in  mind,  we  examined  a  broad  range  of  loan  factors,  such  as 

*•  -  - 

average  loan  size,  delinquency  rates,  percentages  of  applications 
approved,  and  the  average  time  to  close  a  loan. 
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In  only  one  case  was  there  any  significant  difference 
between  the  California  average  and  the  national  average.   That 
was  in  average  loan  size.   California's  guaranteed  operating 
loans  in  the  last  fiscal  year  averaged  $156,115  and  guaranteed 
ownership  loans  averaged  $195,367.   The  U.S.  average  was  $103,612 
for  guaranteed  operating  loans  and  $162,909  for  guaranteed 
ownership  loans. 

Even  though  the  California  average  was  above  the  national 
average,  it  was  still  considerably  short  of  the  maximum 
authorized  under  the  statute. 

We  also  took  a  look  at  funding  in  recent  years.   At  the  end 
of  Fiscal  Year  1993,  every  State  had  unused  guaranteed  operating 
loan  authority  left  over.   Thirty-three  States  returned  unused 
guaranteed  ownership  loan  authority  to  be  pooled. 

In  Fiscal  Year  1992,  each  State  had  unused  guaranteed 
operating  loan  authority  left,  and  47  States  had  excess 
guaranteed  ownership  loan  authority.   In  Fiscal  Year  1991,  all 
States  returned  unused  guaranteed  operating  and  ownership  loan 
authority. 

Mr.  Chairman,  our  experience  leads  us  to  conclude  that  the 
loan  maximums  appear  to  be  serving  all  States  adequately  and  that 
guaranteed  funding  authority  in  general  is  adequate  to  meet 
demand . 
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We  have  no  interest  in  having  Fanners  Home  become  a  general 
purpose  agricultural  lender.   The  financial  institutions  of  the 
nation,  including  the  Farm  Credit  System,  are  well  suited  for 
that  purpose. 

The  role  we  do  see  for  Farmers  Home  is  to  follow  the 
guidance  you  have  provided  —  to  give  a  hand  to  beginning 
farmers,  the  small  and  minority  and  limited  resource  farmers,  the 
socially  disadvantaged,  and  other  family-size  operators  who  have 
the  will  and  skill  but  lack  full  standing  at  the  commercial 
credit  window. 

Under  the  Fiscal  Year  1994  appropriations  bill  signed  a  few 
days  ago  by  President  Clinton,  FmHA  has  allocated  to  California 
more  than  $71,6  million  for  guaranteed  farm  operating  and  $23 
million  for  guaranteed  farm  ownership  loans. 

As  you  can  see  from  those  amounts,  if  we  were  to  index 
guaranteed  loans  as  provided  for  in  H.R.  2211,  we  would  make  a 
very  limited  number  of  loans. 

We  also  need  to  keep  in  mind  that  Congress  has  already 
established  priorities  for  FmHA's  farm  ownership  and  operating 
loans.   They  must  first  be  made  available  to  beginning  farmers, 
the  socially  disadvantaged  —  which  this  year  will  include  women 
and  the  limited  resource  farmers. 


75-868  0-94-3 
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EireS  Labor 

Section  3  of  H.R.  2211  directs  the  County  Conmittee  to 
consider  an  applicant  for  a  real  estate  loan  to  be  primarily  and 
directly  engaged  in  farming  or  ranching  if  the  applicant  "is 
participating  in  routine,  ongoing  farm  activities,  and  in  overall 
decisionmaking  with  regard  to  the  fann  or  ranch." 

Mr.  Chairman,  we  think  this  language  is  overly  broad  in  that 
it  would  permit  absentee  ownership,  for  example,  in  place  of 
personal  participation  in  the  operation.   Current  law  and  policy 
restrict  assistance  to  farmers  and  ranchers  who  are  essentially 
owner-operators  providing  day-ro-day  management  and  a  significant 
amount  of  the  labor.   We  urge  no  change  in  this  provision  in 
current  law. 

I  should  point  out  that  this  requirement  does  not 
automatically  exclude  persons  who  may  have  physical  disabilities. 
Much  farm  equipment  today  is  adaptable  for  operation  by  such 
people  just  as  automobiles  have  been  for  many  years. 

Section  3  also  provides  that  applicants  could  not  be  denied 
credit  solely  because  they  employ  two  or  more  people  full-time  in 
the  farming  or  ranching  operation. 

We  have  a  real  problem  with  this,  Mr.  Chairman,  because  it 
seems  to  effectively  remove  any  limits  on  the  size  of  the 
operation.   We  believe  the  existing  language  adequately  addresses 
this  point.   It  says  the  borrower  "nay  use  a  reasonable  amount  of 
full-tine  hired  labor  and  seasonal  labor  during  peakload  periods." 
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The  law  does  not  set  a  specific  number  of  hired  workers  and 
neither  does  Farmers  Home  at  the  national  level.   We  are  aware 
that  California  has  a  State  administrative  notice  that  says  "that 
normally  no  more  than  two  full-time  employees  could  be  allowed 
for  a  family  size  operation." 

We  are  also  aware  that  a  County  Committee  probably  could 
rely  on  that  language  to  deny  assistance  to  an  otherwise  eligible 
applicant.   I  have  heard  that  this  was  the  case  following  the 
severe  freeze  in  California  a  few  years  ago.   The  record  shows, 
however,  that  FmHA  made  36  emergency  loans  in  California  in 
Fiscal  Year  1992  and  33  in  Fiscal  Year  1991.   Only  10  States  made 
more  emergency  loans  than  California  in  both  years. 

It  is  our  belief  that  the  County  Committee  should  consider 
all  circumstances  of  an  applicant's  operation  as  well  as  all 
local  farming  practices  in  deciding  whether  an  operation  is 
family  size.   And,  because  we  do  not  think  one  State  should  have 
a  more  restrictive  interpretation  of  a  regulation  than  FmHA  does 
at  the  national  level, 'we  are  issuing  instructions  to  remove  any 
provisions  in  any  State  FmHA  directive  that  mentions  a  specific 
number  of  allowable  employees. 

Mr.  Chairman,  we  believe  this  will  remove  any  barriers,  both 
real  and  perceived,  that  may  have  prevented  any  eligible 
applicants  from  receiving  loans. 
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credit  Availa£>ility 

Section  4  of  the  bill  would  require  Fanners  Hone  to  consider 
the  availzJsility  of  conventional  credit  in  the  comnunity  in 
applying  the  test  for  credit. 

We  have  no  objection  to  this,  but  it  is  very  similar  to 
language  in  existing  lav,  and  we  are  not  aware  of  what  benefits 
it  is  expected  to  provide. 

Grower-Shipper  J^greeme&ts 

Section  5  would  permit  FmHA  borrowers  to  enter  into  grower- 
shipper  agreements  whereby  the  grower  and  shipper  share  in  the 
proceeds  of  the  sale  of  the  crop.   This  is  possible  when  the  crop 
could  not  be  easily  marketed,  or  marketed  without  significant 
additional  risk  by  the  borrower  alone.   Also,  the  agreement  must 
be  beneficial  to  both  the  borrower  and  shipper. 

We  have  no  objection  to  this  section.   In  many  areas, 
vegetables  or  other  perishable  or  specialty  crops  cannot  be 
successfully  marketed  without  recourse  to  such  grower-shippfer 
agreements . 
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Eligibility  for  Emergency  Loans 

Section  6  of  the  bill  would  amend  the  definition  of  a 
fcunily-size  farm  for  emergency  loan  purposes  to  permit  the 
consideration  of  each  individual  interest  in  the  operation.   If 
the  individual  interests  did  not  exceed  that  of  a  family-size 
farm,  the  entity  would  be  eligible  even  if  the  holders' 
collective  interests  exceeded  that  of  a  family-size  farm. 

We  do  not  support  this  provision  because  it  could  lead  to 
abuses  by  large  operations  that  have  been  nominally  divided  into 
smaller  units  and  could  divert  funding  that  is  targeted  to 
beginning  farmers  and  other  family  size  operators  in  need  of 
credit  assistance. 

Concluding  Remarks 

In  summary,  Mr.  Chairman,  we  cannot  support  the  provisions 
to  index  the  guaranteed'  loans  because  they  would  put  FmHA  back 
into  a  lending  posture  that  we  do  not  believe  would  be  in  the 
best  interest  of  its  intended  borrowers  or  of  the  agency  itself. 
We  also  do  not  thinX  experience  to  date  justifies  making  changes 
of  the  magnitude  that  this  would  represent. 

Also,  we  believe  current  criteria  concerning  management 
involvement  and  hired  employees  are  adequate.   We  will  work  with 
you  to  make  administrative  changes  that  create  barriers  to  full 
participation  by  eligible  applicants. 
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Finally  we  do  not  support  the  proposed  change  in  the 
definition  of  a  family  size  farm  for  emergency  loan  purposes. 

Otherwise,  we  have  no  objections  to  other  provisions  of  H.R. 
2211. 

Mr.  Chairman,  this  concludes  my  formal  testimony.   Thank 
you. 
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October  28,  1993 


The  Honorable  Glenn  English,  Chairman 
The  House  Subcommittee  on  Envirotmient, 
Credit,  and  Rural  Development 
Congress  of  the  United  States 
House  of  Representatives 
Washington,  D.C.  20515-0502 


WRITTEN  TESTIMONY  SUPPORTING  H.R.  221 1 
THE  AGRICULTURAL  CREDIT  EQUITY  ACT  OF  1993 


My  name  is  Blaine  Lauhon  and  I  am  the  manager  of  the  farm  real  estate  lending 
department  at  Feather  River  State  Bank  (FRSB)  located  in  Yuba  City,  California.  FRSB 
provides  a  substantial  amount  of  credit  to  the  fiumers  in  the  Sacramento  Valley.  The  Farmers 
Home  Administration  Guaranteed  Farm  Ownership  Loan  Program  and  Operating  Loan 
Program  are  both  critical  components  of  agricultural  lending  at  FRSB.  The  bank  is  a  strong 
supporter  of  the  FmHA  guarantee  programs  and  has  been  actively  involved  in  guaranteed  loans 
since  1987.  FRSB  has  been  the  leading  producer  of  FmHA  guaranteed  loans  in  the  state  of 
California  for  the  past  five  years.  In  1992,  the  bank  originated  76  guaranteed  loans  for 
$9,424,900. 

The  FmHA  Guaranteed  Loan  Program  is  a  valid  and  beneficial  tool  which  is  used  by 
financial  institutions  to  assist  family  farmers.  FRSB  utilizes  the  program  when  there  is  a 
moderate,  perceived  credit  weakness  on  an  application  but  the  overall  loan  is  feasible  based  on 
souitd  financial  principles.  Examples  of  such  cases  would  include: 

1 .  Lack  of  substantial  farming  experience,  such  as  a  beginning  farmer. 

2.  Lack  of  established  credit  history. 

3.  Lack  of  secondary  repayment  sources.     Below  average  equity  or  primarily 
leasehold  operation. 

4.  Weak  working  c«f>ital  position. 

5.  Minor  past  credit  indiscretions. 

6.  Erratic  or  inconsistent  historic  earnings. 


1221  Bridge  Street  •  P.O.  Box  429  •  Yuba  City,  CA  95992-0429  •  (916)  674-4490    FAX  (916)  674-4495 
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In  the  current  environment,  the  bank's  regulators  would  be  critical  of  any  of  these  credit 
weaknesses.  Simply  put,  the  FmKA  Guarantee  Program  allows  FRSB  to  make  loans  to  family 
fanners  that  we  would  not  odiawise  be  able  to  grant.  However,  it  is  important  to  realize  that 
the  undwlying  loan  application  thai  is  recommended  to  FmHA  is  always  sound.  We  do  not  use 
the  program  as  a  means  of  working  out  of  poor  credits.  The  bank  has  a  very  low  loss  claim 
incidence. 

The  availability  of  agricultural  credh  to  our  nation's  family  farmers  is  critical.  Even 
though  the  existing  FmHA  Guaranteed  Loan  Program  provides  a  significant  potential  for 
lend^s  to  finance  family  farmers,  diere  are  some  problems  with  the  program.  The  current 
program  is  not  fiexible  enough  to  meet  the  needs  of  the  ^itire  &mily  larm  community.  Loan 
processing  and  approval  duxKigh  the  FmHA  offices  is  often  a  lengthy  process.  We  experience 
inconsistency  in  the  evaluatlos  of  loan  and  qiplicant  digibiiity  by  diffi^^it  FmHA  county 
offices.  Regulatory  issues  oftsa  arise  which  cause  delays  m  the  processing  of  loans.  The 
existing  program  inadequately  recognizes  the  diff^^ces  in  the  types  of  family  farm 
operations.  I  feel  that  the  FmHA  guarantee  program  should  be  amended  to  make  the  program 
more  feasible  for  lenders  and  family  farmers.  This  will  result  in  increased  usage  of  the 
program  and  increased  assistance  to  tiiis  nation's  fanners.  H.R.  221 1  helps  to  implement  some 
of  the  changes  need^  to  tiie  program  and  therefore  I  support  this  legislation. 

INDEXA'nON  OF  GUARANT^B  LOAN  LIMITS  IN  COUNTIES  WITH  ABOVE 
AVERAGE  LAND  COSTS 

As  you  know,  the  nationwide  statutory  loan  limit  for  a  FmHA  Guaranteed  Farm 
Ownership  loan  is  S3(X),000  ami  fir  an  Operating  Loan  it  is  $400,0(K}.  These  limits  are 
inadequate  to  service  a  s^mest  of  diis  nation's  family  farms.  In  my  opinion,  the  program 
should  diffo'entiate  the  wide  variety  of  American  agriculture  by  recognizing: 

i.      The  type  of  inning  operation  and  commodities  grown. 

2.  Agricultural  land  values. 

3.  Crop  and  livestodc  production  costs. 

4.  Land,  plaitt  and  equipment  Te^iizemeots. 

5.  Farm  cash  flow  req^iireoiests. 

6.  D^ee  of  finaDcial  ieverage  ^ically  supported  by  the  operation. 
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All  of  these  variables  effect  the  financial  structure  of  the  farm  business  and  the  debt  required 
for  adequate  capitalization.  High  value  crops  require  more  debt  capital  and  can  support  this 
debt  with  higher  rates  of  return.  H.R.  2211  provides  for  the  indexation  of  guaranteed  loan 
limits  in  each  county  throughout  the  United  States  based  on  a  comparison  between  the  average 
value  of  farm  land  in  that  county  to  the  national  average.  This  will  allow  family  farmers  who 
grow  high  value  crops  the  same  opportunity  to  FmHA  guaranteed  loan  funds  as  their 
counterparts  growing  lower  value  crops. 

In  order  to  support  my  contention  that  the  existing  FmHA  loan  limits  preclude  FRSB 
from  financing  a  certain  segment  of  California's  family  farmers,  I  would  like  to  convey  the 
agricultural  lending  environment  that  Feather  River  State  Bank  operates  within.  The  average 
value  of  California  (ana  land  in  1993  is  $1,722  per  acre  whereas  the  average  value  of  farm 
land  across  the  United  States  is  $700.'  A  significant  portion  of  the  crop  land  in  our  Imding 
territory  is  planted  to  permanent  plantings  (orchards  and  vineyards).  Most  of  this  orchard  and 
vineyard  land  ranges  in  value  between  $S,000  and  $10,000  per  acre.  High  quality  vineyard 
properties  in  certain  regions  of  Northern  California  retain  values  in  excess  of  $25,000  per 
acre.^  The  relatively  high  value  of  California  form  land  and  corresponding  need  for  larger 
loans  is  one  of  the  reasons  that  California  financial  institutions  have  been  unable  to  use  all  of 
the  FmHA  guaranteed  loan  funds  that  are  allocated  to  this  state  on  an  annual  basis. 

A  typical  example  of  financing  a  family  farm  purchase  in  Northern  California  is 
explained  below. 

A  family  farmer  with  an  existing  tenant  based  tinn  operation  identifies  a  forty  acre 
walnut  orchard  with  a  modest  three  bedroom  home  which  can  be  purchased  for  $400,000.  The 
bank  requires  a  twenty  five  percent  down  payment  of  $100,000  and  agrees  to  process  the 
maximum  FmHA  F.O.  guaranteed  loan  of  $300,000.  The  customer  meets  the  eligibility  and 


'California  DepaitmaA  of  Food  and  Agriculture,  California  Agricultural  Statistical  Review  - 1992. 
Report  prepared  by  Heory  J.  Voas,  Director,  Sacnunenio,  California,  July,  1993,  p.  12. 
^Califoroia  Cliapter  of  Qte  American  Society  of  Farm  Managers  and  Rural  Appraisers,  Treads  in 
Apicultural  L«i>d  V>lue«  - 1993.  Report  prepared  by  a  committee  of  six  California  Accredited  Rural 
Appraisers,  Sacramento,  California,  March  25,  lf>93. 
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feasibility  requirements  and  die  loan  is  approved  and  closed.  The  family  farmer  now  owns  the 
forty  acre  orchard  and  home.  The  typical  n^  income  r^ums  from  this  new  farming  venture 
can  be  projected  as  follows: 

GROSS  INCOME 

38  planted  acres  X  3,200  Ibs.of  walnuts/ac.  X  S0.6S/lb.  -  $79,040 

DIRECT  CROP  EXPENSES 

Growmg  costs  at  $52S/ac.  19,950 

Harvest  costs  at  SllO/ac.  4,180 

Hulling  and  drying  costs  at  $100/ac.  3,800 

OVERHEAD  EXPENSES 

Debt  service  on  $300,000  mortgage  loan  34.043 

Short  term  intaest  on  cn^  loan  1,500 

Repair  and  replacemeot  costs  at  SSO/ac.  1,900 

Taxes  4,000 

Insurance  1 500 

TOTAL  EXPENSES  $70,873 

NET  FARM  INCOME  $g,167 

Rate  of  return  on  annual  investment  1 1 .5  % 

In  this  example,  the  borrower  is  projected  to  net  $8, 167  or  about  $215  per  planted  acre 
after  all  expenses  are  paid.  Qearly,  an  average  family  of  four  is  unable  to  survive  on  such 
meager  income.  It  can  be  argued  that  this  farm  family  could  continue  a  tenant  farming 
operation  in  addition  to  their  new  farm  or  could  supplement  their  income  from  off-farm 
employment.  Both  of  these  options  commonly  occur.  However,  the  family  farmer  is  now  at 
the  maximum  loan  limit  for  an  FmHA  F.  O.  loan  and  further  expansion  through  this  program 
is  not  possible.  This  exaaq)le  illustrates  that  under  die  current  FmHA  lending  limits,  banks  are 
unable  to  adequately  finance  an  economical  farming  unit  for  some  high  value  agricultural 
properties. 

With  respect  to  FmHA  guaranteed  farm  operating  loans,  a  similar  scenario  could  be 
illustrated.  A  family  farmer  is  experiencing  difficulty  obtaining  commercial  operating  credit 
for  his  150  acre  canning  peach  cqieration.  He  comes  to  our  bank  and  applies  for  a  crop 
production  loan.    Because  of  some  minor  past  financial  problems,  die  bank  is  unable  fo 
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approve  this  loan  without  an  FmHA  guarantee.    A  recap  of  his  projected  budget  is  set  forth 
bdow. 

GROSS  INCOME 

150  planted  acres  X  17  tons  of  peaches/ac.  X  $190/ton  =  $484,500 

DIRECT  CROP  EXPENSES 

Growing  costs  at  $  1 ,500/ac.  225,000 

Harvest  costs  at  $425/ac.  63,750 

OVERHEAD  EXPENSES 

Dd)t  service  on  $600,000  existing  mortgage  loan  65,727 

Short  term  interest  on  crop  loan  15,000 

Dd>t  service  on  other  miscellaneous  loans  24,000 

Repair  and  replacement  costs  at  $50/ac.  7,500 

Taxes  10,000 

Insurance  4.000 

TOTAL  EXPENSES  $414,977 

NET  FARM  INCOME  $69,523 

Rate  of  return  on  annual  investment  16.8% 

The  applicant's  total  farm  operating  budget  is  $414,977.  If  he  requires  family  living 
expenses  of  $2,000  per  month  to  be  financed,  his  annual  operating  loan  request  would  be 
approximately  $440,000.  This  maximum  FmHA  O.  L.  is  limited  to  $400,000.  This  full-time 
family  farmer  would  not  be  eligible  for  the  FmHA  guarantee  unless  he  had  the  ability  to  fund 
approximately  $40,000  out  of  pocket.  This  is  often  difficult  for  a  family  fanner  who  has 
experienced  some  cash  flow  problems. 

These  examples  indicate  that  banks  operating  in  certain  regions  of  this  country  are 
unable  to  finance  family  farm^s  under  the  existing  FmHA  loan  limits.  H.R  2211  will  correct 
this  program  deficiency  by  indexing  loan  limits  based  on  the  average  value  of  farm  land  in 
each  county.  The  program  will  be  more  equitable  for  family  farmers  growing  high  value  crops 
on  high  value  land.  This  will  allow  increased  bank  participation  in  the  FmHA  farm  loan 
guarantee  program  and  increased  capital  flowing  to  family  ^umers. 
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HIRED  LABOR  LIMITS 


Another  problem  that  we  incur  in  the  FmHA  guarantee  loan  application  process  is  the 
definition  of  the  "family  farm'.  FmHA  officials  have  informed  me  that  their  regulations 
identify  five  general  criteria  which  an  applicant's  operation  must  satisfy  in  order  to  meet  the 
definition  of  a  'family  farm'.  Several  of  these  criteria  pertain  to  the  role  of  the  applicant  and 
the  use  of  outside  labor.  In  order  to  meet  the  definition  of  a  'fiamily  farm*,  the  applicant  must 
manage  the  farm  operation  and  together  with  the  applicant's  immediate  family  members, 
provide  a  substantial  amount  of  the  farm  labor.  The  farm  labor  contribution  may  be 
supplemented  by  a  reasonable  amount  of  full-time  hired  labor  and  seasonal  labor  during  peak 
periods.  The  number  of  full-time  employees  permitted  under  diis  definition  has  generally  been 
interpr^ed  to  mean  that  no  more  than  two  full-time  employees  are  allowed  for  a  "family  farm". 

Many  of  the  crops  raised  in  California  are  labor  intensive.  A  great  deal  of  labor  is 
required  to  assure  that  cultural  practices  are  performed  in  a  timely  manner.  Punctual  farming 
operations  are  critical  to  preserve  die  quality  of  perishable  fruits  and  veg^ables.  In  certain 
cases,  California  family  farmers  must  employ  more  than  two  full-time  workers.  As  a  result  of 
this  labor  requirement,  California  lenders  have  experienced  some  difficulties  with  FmHA  in 
obtaining  approval  of  loans  to  fanuly  farm  operations.  Therefore,  we  support  the  change 
proposed  by  H.R.  2211  which  bases  the  "family  farm"  definition  on  the  applicant's  direct 
involvement  in  the  farming  operation  (both  management  and  labor)  and  precludes  the  ability  of 
FmHA  to  deny  a  loan  based  on  die  fiict  that  the  family  farm  employs  more  than  two  full-time 
workers. 

AVAILABILITY  OF  CREDIT  ELSEWHERE 

Under  the  existing  FmHA  guarantee  program,  FmHA  may  deny  a  loan  request  based 
on  the  assertion  that  the  applicant  is  very  credit  worthy  and  has  the  ability  to  obtain  a  farm 
loan  without  a  guarantee  from  another  commercial  source.  However,  tlie  existing  rules  do  not 
take  into  consideration  the  relative  availability  of  credit  in  the  farmer's  community.  I  can  attest 
to  you,  that  in  die  Sacramento  Valley  diere  are  not  many  lenders  interested  in  financing  small 
family  farmers.  Large,  multi-branched  commercial  banks  generally  will  only  consider  large 
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farming  operations  and  rarely  process  loans  to  family  fanners.  Direct  insurance  company 
loans  generally  have  established  minimum  loan  amounts  of  $500,000.  Essentially  the  only 
sources  of  commercial  credit  to  family  farmers  are  a  hand-full  of  community  banks  and  The 
Farm  Credit  System.  In  addition,  unless  the  community  bank  is  involved  in  the  Fanner  Mac 
secondary  market,  these  banks  generally  do  not  offer  long  term,  fixed  rate  farm  mortgage 
loans.  One  of  the  reasons  that  FRSB  obtains  guarantees  on  farm  ownership  loans  is  to  qualify 
the  loan  for  sale  to  Fanner  Mac  under  die  Fanner  Mac  II  program.  This  program  allows  the 
bank  access  to  the  secondary  market  and  provides  the  customer  with  a  competitive  fixed 
interest  rate.  Both  parties  benefit  from  access  to  die  secondary  market.  We  feel  that  FmHA 
should  consider  the  sources  of  agricultural  credit  available  to  the  farmer  in  the  particular 
community  before  denying  a  loan  based  on  excessive  credit  worthiness.  H.R.  2211  will 
provide  such  consideration. 

SUMMARY 

In  summary,  the  FmHA  farm  loan  guarantee  program  offers  significant  opportunity  for 
lenders  to  finance  family  farm  operations.  By  using  die  program,  banks  are  able  to  serve  farm 
customers  that  they  would  otherwise  be  unable  to  finance.  However,  I  feel  that  the  existing 
program  requires  the  changes  proposed  in  The  Agricultural  Credit  Equity  Act  of  1993  in  order 
to  equitably  serve  all  of  this  nation's  family  farmers.  The  passage  of  diis  bill  will  allow  banks 
to  increase  agricultural  lending  thus  providing  increased  access  to  commercial  credit  for  U.S. 
fanners. 

DATED:   October  28,  1993 
SIGNfED: 


Blaine  C. 
Vice  President 
Feather  River  State  Bank 
Yuba  City,  California 
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Mr.  Chairman,  distinguished  Members  of  the  Subcommittee,  my  name  is  James  T. 
Chambers,  and  I  am  president  of  the  Town  and  Country  Bank  in  Stephenville,  Texas,  about 
60  miles  southwest  of  Dallas/Fort  Worth.    I  currently  serve  as  chairman  of  the  Agriculture- 
Rural  America  Committee  of  the  Independent  Bankers  Association  of  America  GBAA),  and  I 
am  testifying  today  on  behalf  of  the  6,000  community  bankers  who  are  members  of  this 
organization.    I  very  much  appreciate  this  opportunity  to  share  with  you  the  views  of  our 
nation's  community  bankers. 

IBAA  is  the  only  national  trade  association  that  exclusively  represents  the  interests  of 
our  nation's  community-based  financial  institutions.   About  40  percent  of  IBAA  members  are 
agricultural  bankers  according  to  USDA  criteria.    Equally  important,  a  full  75  percent  of 
IBAA  bankers  are  located  in  communities  of  10,000  people  or  less,  and  are  inextricably 
linked  to  the  agricultural  and  rural  economy. 

Expands  Credit  Opportunities 

Mr.  Chairman,  H.R.  2211  -  the  Agricultural  Credit  Equity  Act  of  1993  -  would 
open  up  new  credit  opportunities  for  thousands  of  family  fanners  whose  credit  needs  do  not 
fit  neatly  into  FniHA's  cookie-cutter  mold. 

We  support  the  concept  of  indexing  loan  limits  to  local  land  values  and  production 
costs,  and  feel  that  this  would  redress  an  inequity  in  the  FmHA  guaranteed  loan  program  that 
has  denied  program  benefits  to  thousands  of  family  fanners  and  ranchers  across  America. 
However,  we  have  concerns  about  the  effect  indexing  could  have  on  the  overall  availability 
of  credit,  particularly  to  small  family  farmen,  and  we  have  reservations  about  opening  up 
the  guaranteed  loan  program  to  commercially-qualified  borrowers. 
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Indexing  of  Loan  Limiu 

We  support  the  concept  of  indexing  FmHA  guaranteed  loan  limits  to  land  values  and 
operating  costs  in  local  areas.   Growers  of  specialty  crops  particularly  have  faced  difficulties 
due  to  these  loan  limits,  not  only  in  Rorida  and  California,  but  in  other  sections  of  the 
country  as  well. 

For  example,  a  common  practice  with  co(q)eratives  is  to  defer  receipts  until  enough  of 
the  crop  has  been  sold  to  establish  a  price.   In  these  cases,  it  is  not  uncommon  for  a  farmer 
to  receive  only  60  percent  of  his  or  her  receipts  in  the  first  year.  This  means  the  fanner 
must  borrow  a  second  line  of  credit  even  before  the  first  line  is  paid  off.  This  balloons  his 
or  her  credit  requirements  beyond  that  of  a  producer  who  produces  a  cash  crop  and  sells 
directly  into  the  market. 

A  rationally-developed  indexing  formula  would  enable  fanners  who  grow  for 
cooperatives  to  use  the  FmKA  guaranteed  loan  prt^iam,  and  it  would  remedy  an  inequity  in 
the  program  that  we  feel  was  unintended  by  the  drafters  of  dte  enabling  legislation. 

Raise  Ceilings,  Don't  Eliminate  Them 

However,  we  are  concerned  that  smaller  operators  could  be  hun  in  states  where  the 
lending  limits  are  increased.   By  defmition,  if  more  fanners  in  more  states  will  be  able  to 
borrow  more  money,  someone  is  going  to  come  out  on  the  short  end.   Often,  it  is  the 
smaller,  less  sophisticated  borrower  who  gets  squeezed 

To  remedy  this,  we  propose  that  new  ceilings  be  established  on  individual  loans  so 
that  no  single  borrower  could  obtain  a  disproportionate  share  of  available  fiinds.   Banks  have 
limits  on  the  amount  of  capital  we  can  lenid  to  any  individual  borrower.   We  suggest  that  a 
similar  rule  be  applied  under  the  new  indexing  formula.   New  individual  loan  limits  could  be 
expressed  as  a  percentage  of  the  state's  total  allocation,  radier  than  in  a  dollar  amount,  to 
assure  that  no  single  lai^e  borrower  or  group  of  large  borrowers  unduly  takes  advantage  of 
the  higher  loan  limits  to  the  detriment  of  snialler  farm  bonowtn. 

Historical  Lending  Patterns 

We  support  holding  all  states  harmless  by  guaranteeing  each  state  its  normal 
allocation  of  funds,  regardless  of  whether  <x  not  land  values  and  production  costs  in  that  state 
exceed  or  fail  to  meet  the  national  average.   However,  we  bdieve  that  in  developing  the 
indexing  formula,  consideration  should  be  given  to  the  historical  utilization  of  pooled  funds 
by  individual  states. 

Some  states  that  have  a  higher  concentratioa  than  the  national  average  of  FmHA- 
eligible  borrowers  have  had  to  rely  on  pooled  funds  to  meet  their  overall  credit  needs. 
While  it  is  true  that  the  l^slation  would  assure  these  states  their  normal  funding  allocation. 
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in  all  likelihood  it  would  deny  them  access  to  pooled  funds  to  the  same  extent  as  in  the  past. 
Since  more  of  the  initial  nationwide  allocation  will  be  expended,  the  size  of  subsequent  pools 
will  be  reduced.   To  at  least  partially  address  this  situation,  we  believe  the  indexing  formula 
should  take  into  account  the  historical  pool  utilization  patterns  of  individual  states. 

Pressure  for  Higher  Funding  Levels 

If  this  is  not  addressed,  we  believe  there  will  be  pressure  to  increase  the  overall 
funding  levels  for  FmHA  guaranteed  loan  programs.    IBAA  supports  Federal  guaranteed  loan 
programs  as  a  prudent  use  of  scarce  government  funds,  but  we  believe  increasing  FmHA 
guaranteed  loan  accounts  at  this  time  should  be  carefully  considered  in  light  of  the  need  to 
tighten-up  on  Federal  spending  programs. 

Family  Farm  Defmition 

IBAA  supports  providing  county  committees  with  more  flexibility  in  making  family 
farm  determinations.    Current  guidelines  may  be  used  to  deny  eligibility  to  family-sized 
farming  operations  solely  on  the  basis  of  the  number  of  full-time  employees,  without  regard 
to  other  extenuating  factors. 

Even  more  importantly,  agricultural  dynamics  is  changing  the  size  of  a  family  farm 
over  time,  as  technology  and  modem  farming  practices  permit  fewer  people  to  manage  more 
acres.   Therefore,  we  support  the  provision  in  H.R.  2211  clarifying  that  all  criteria  should  be 
considered  in  making  family  farm  determinations,  and  no  one  should  be  denied  solely  on  the 
basis  of  the  number  of  full  time  workers  employed. 

We  caution,  however,  against  trying  to  statutorily  mandate  the  defmition  of  a  family 
farm.    In  our  opinion,  county  committees  still  are  in  the  best  position  to  make  family  farm 
determinations  based  on  local  standards,  and  we  support  granting  them  greater 
administrative  flexibility  to  make  such  determinations  based  on  local  criteria. 

Credit  Elsewhere 

IBAA  opposes  abolishing  the  'credit  elsewhere*  test  whereby  farmers  must 
demonstrate  an  inability  to  obtain  a  non-guaranteed  loan  from  a  commercial  source  before 
they  can  apply  for  an  FmHA  guarantee.   We  believe  abolishing  this  test  undermines  the 
purpose  of  the  guaranteed  loan  program,  which  is  to  make  credit  available  to  farmers  who 
demonstrate  good  prospects  for  success  in  farming  but  who  cannot  qualify  for  credit  at 
commercial  rates  and  terms.   If  a  local  lending  institution  does  not  have  the  reserves  or 
lending  capacity  to  make  a  non-guaranteed  loan,  the  banker  will  disqualify  the  loan  on  those 
grounds,  enablLfig  the  borrower  to  meet  the  'credit  elsewhere'  test  to  qualify  for  guaranteed 
credit. 

We  are  concerned  that  abolishing  this  test  could  lead  to  a  situation  where  only 
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commercially-qualified  borrowers  benefit  from  the  guaranteed  loan  program,  subverting  the 
statutory  mission  of  FmHA.    This  is  bad  public  policy  and  could  have  a  devastating  effect  on 
our  nation's  agricultural  credit  landscape.   We  urge  you  to  retain  this  important  feature  of  the 
guaranteed  loan  program. 

Marketing  Agreements 

Grower-shipper  marketing  agreements  are  enormously  complex  arrangements  that 
really  should  be  addressed  outside  the  context  of  this  legislation.   We  recognize  the 
importance  of  protecting  the  chain  of  payments  and  understand  both  FmHA's  and  shippers' 
interests  in  protecting  their  lien  positions.   However,  IBAA  believes  this  topic  deserves  a 
much  more  in-depth  examination  because  of  the  effect  it  could  have  on  borrowers,  and 
without  taking  a  position  on  the  issue  one  way  or  the  other,  we  recommend  that  it  be 
removed  from  this  legislation. 

Emergency  Loan  Program 

Similarly,  although  we  question  whether  or  not  this  provision  is  properly  included  in 
this  legislation,  IBAA  has  no  problems  with  making  the  em«gency  loan  program  consistent 
with  operating  and  farm  ownership  loan  programs. 

Conclusion 

In  conclusion,  Mr.  Chairman,  IBAA  supports  the  thrust  of  H.R.  2211,  which  is  to 
extend  credit  opportunities  under  FmHA's  guarantasd  loan  programs  to  all  producers  on  an 
equitable  basis.   We  support  the  indexing  concept,  provided  the  questions  of  equity  raised  in 
our  testimony  are  addressed.   And  we  support  the  provision  clarifying  the  guidelines  for 
making  family  farm  determinations. 

But  we  object  to  doing  away  with  the  credit  elsewhere  test  because  it  would 
undermine  the  purpose  of  the  guaranteed  loan  program  and  subvert  the  statutory  mission  of 
FmHA.   And  we  believe  the  section  dealing  with  mark«ing  agreements  should  be  removed 
from  the  legislation  so  that  it  can  be  studied  in  depth. 

Thank  you,  again,  Mr.  Chairman,  for  this  qjportunity  to  present  the  views  of  our 
nation's  community  bankers.   I  would  be  happy  to  answer  any  questions  you  or  the 
Subcommittee  members  may  have. 
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Statement  By: 

Kenneth  E.  Graff 

President  &  CEO 

Central  Coast  Farm  Credit 

Before 

The  Honorable  Glenn  English.  Chairman 

Subcommittee  on  Environment,  Credit  &  Rural  Development 

House  Committee  on  Agriculture 

Mr.  Chairman  and  Members  of  the  Subcommittee. 

My  name  is  Ken  Graff.  I  am  currently  President  and  CEO  of  the  Central 
Coast  Federal  Land  Credit  and  the  Central  Coast  Production  Credit 
Associations  headquartered  in  Arroyo  Grande,  California.  Over  the  past 
20  years,  I  have  served  in  various  management  positions  in  the  Farm 
Credit  System.  I  am  here  today  representing  our  two  institutions  and 
the  approximately  1^000  stockholder/borrowers  that  we  serve.  Our  two 
Farm  Credit  Associations  provide  mortgage  loans,  intermediate  term 
loans  and  operating  loans  to  farmers,  ranchers,  and  nurserymen  in 
three  California  coastal  counties  -  Ventura,  Santa  Barbara,  and  San  Luis 
Obispo  counties.  We  have  about  $400  million  in  loans  outstanding  and 
we  are  the  larigest  agricultural  lender  in  terms  of  market  share  in  our 
area  -  both  with  respect  to  farm  mortgages  and  operating  loans. 

We  are  a  true  agricultural  cooperative  capitalized  by,  and  with  Boards  of 
Directors  elected  by,  the  farmers,  ranchers^  and  nurserymen  that  we 
serve.  We  have  a  firm,  lonastanding  commitment  to  agriculture  in  our 
area.  Our  area  has  considerable  diversification  not  only  by  size  of 
farming  operation  -  large,  medium,  and  small;  but  also  by  commodity  - 
from  cattle  to  vegetables  to  citrus  to  flowers  and  nursery  products,  etc.; 
we  are  also  diverse  by  nationality  of  our  membership  which  includes  a 
number  of  Japanese.  Dutch,  and  Hispanic  growers  as  well  as  others. 
As  is  readily  apparent,  we  endeavor  to  serve  all  aspects  of  agriculture  in 
our  tri-county  area. 

In  order  to  serve  the  various  elements  of  agriculture,  we  have  to  employ 
a  variety  of  risk  management  techniques.  Some  loans  we  place  in  our 
own  portfolio:  some  loans  we  sell  into  the  secondary  market;  some 
loans  we  participate  with  others;  some  loans  we  make  with  guarantees, 
including  FmHA,  and  some  loans  we  just  don't  make.  Our  two 
institutions  were  among  the  first  in  California  to  obtain  qualification 
under  FmHA's  Approved  Lender  program  which  allows  us  to  use  our 
forms  and  documentation  and  last  year  we  received  recognition  from 
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the  State  FmHA  office  for  having  $1 .4  million  in  FmHA  guaranteed  loans 
-  the  seventh  highest  level  among  all  lenders  in  California. 

I  am  here  today  In  support  of  H.R.  221 1 ,  The  Agricultural  Equity  Act  of 
1993,  as  introduced  by  Congressman  Dooley.    In  fact^  we  are  deeply 

grateful  to  Congressman  Dooley  for  his  efforts  in  bringing  these  issues 
w  consideration  and  also  to  Congressman  Pombo  and  the  other 
members  of  Congress  who  support  this  legislation. 

The  changes  embodied  by  this  legislation  will  make  FmHA  benefits 
available  lo  a  broader  segment  of  the  agricultural  community  - 
something  which  is  sorely  needed  since  in  1992  California  only  used 
about  36  percent  of  its  allotment  for  operating  loan  guarantees  and 
about  29  percent  of  its  allotment  for  farm  ownership  loans. 

Let  me  be  more  specific.  In  our  tri-county  area,  each  of  the  limitations 
addressed  by  this  legislation  are  discriminatory  to  some  segment  of 
family  farms.  For  example,  on  one  hand  our  dryland  grain  and  cattie 
farms  are  truly  family  farms  with  low  per  acre  values  ($150  to  $300) 
which  meet  all  the  other  requirements,  but  they  require  very  large 
acreages  in  order  to  generate  sufficient  income  to  be  viable  operations 
thus  mey  run  up  against  the  dollar  limits;  on  the  other  hand,  we  have 
relatively  small  acreages  (100  acres  or  less)  with  high  value  crops 
(strawt>erries.  vegetables,  wine  grapes,  etc.)  which  also  quickly  run  up 
against  the  dollar  limits.  These  limits  are  particularly  troublesome  for 
the  small  acreages  with  high  value  crops  because  they  inhibit  the  ability 
of  FmHA  and  ourselves  to  work  with  this  group  of  growers  -  many  of 
these  growers  are  beginning  farmers  and/or  minorities  who  are  then 
either  forced  out  or  forced  u>  seek  financing  from  processors  and/or 
suppliers  on  less  favorable  terms. 

Similarly,  these  relatively  low  dollar  limits  inhibit  the  ability  of  FmHA  and 
ourselves  to  assist  certain  family  farms  with  the  transition  from  one 
generertion  to  another.  Given  the  increasing  average  age  of  farmers  in 
our  area  and  the  nation,  it  is  important  to  have  the  availability  of  FmHA 
guarantees  to  assist  during  that  transition  so  that  family  farms  can  be 
preserved  rather  than  being  sold  to  larger  operations.  As  is  readily 
apparent,  the  indexing  formula  contained  in  this  legislation  or  some 
similar  form  of  Indexing  resulting  in  higher  loan  limits  is  definitely 
needed. 

A  further  impediment  to  financing  such  growers  is  imposed  by  the 
limitation  on  employees.  Approximately  75  percent  of  our  $400  million 
in  loans  outstanding  is  to  high  value  crops  -  vegetables,  strawberries, 
nurseries,  wine  grapes,  flowers,  citrus,  and  avocados.  These  are  all 
irrigated  crops,  most  are  family  farmers,  and  nearly  all  have  more  than 
two  employees  at  some  time  of  the  year  due  to  the  labor  intensive 
nature  of  such  commodities.  Thus,  mis  single  factor  eliminates  the 
eligibility  of  a  substantial  portion  of  the  agricultural  industry  in  our  area. 

Last,  but  certainly  not  least,  the  provisions  precluding  an  applicant  from 
having  an  agreement  with  a  shipper  who  shares  in  the  proceeds  is  also 
a  significant  factor  in  limiting  program  participation  in  our  area.  As 
pre>nousty   mentioned,    75   percent   of   our   loan   volume   which    is 
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representative  of  agriculture  in  our  area  is  to  high  value  and/or 
perishable  commodities.  Given  the  high  crop  investment  required, 
nearly  all  of  the  smaller  growers  which  are  typically  the  family  farms 
enter  into  some  form  of  arrangement  with  a  snipper  t>oth  to  mitigate 
their  risk  and  also  because  tfiey  cannot  economically  perform  such 
services  themseh^es.  By  utilizing  a  market  intermediary,  they  are 
currentiy  precluded  from  eligibility. 

In  summary,  Mr.  Chairman  and  distinguished  committee  members,  we 
believe  the  changes  proposed  in  this  legislation  are  necessary  and 
appropriate  to  provide  equal  opportunity  to  participate  in  FmHA 
program  benefits  to  family  farms  m  our  area  and  other  areas  of  the 
country  which  produce  labor  intensive,  high  value  commodities.  I 
appreciate  the  opportunity  to  testify  and  would  be  happy  to  respond  to 
any  questions  you  may  have. 
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STATEME^^^  of  the 

AMERICAN  BANKERS  ASSOCUTION 

BY 

MICHAEL  WEASEL 


Mr.  Chairman  and  members  of  the  Subcommittee,  I  am  pleased  to  be  here  on 
behalf  of  the  American  Bankers  Association  (ABA)  to  participate  in  this  hearing 
regarding  the  provisions  of  H.R.  2211,  the  "Agricultural  Equity  Improvement  Act  of 
1993,"  introduced  by  Congressmen  Calvin  Dooley  and  Richard  Pombo.  I  am  Michael 
Weasel,  Vice  President  of  Huntington  National  Bank  in  Springfield,  Ohio,  and  I  am  the 
Chairman  of  ABA's  Agricultural  Bankers  Executive  Committee.  The  ABA  is  the 
national  trade  and  professional  association  for  America's  commercial  banks,  from  the 
smallest  to  the  largest.  Our  Association's  members  represent  over  90  percent  of  the 
industry's  total  assets,  including  approximately  6,000  agricultural  banks.  My  bank, 
Huntington  National,  has  assets  of  $17  billion,  with  more  than  $105  million  in  agricultural 
loans.  Approximately  $5  million  of  our  agricultural  portfolio  is  comprised  of  Farmers 
Home  Administration  (FmHA)  guaranteed  loems. 

Before  I  make  specific  comments  about  the  provisions  of  H.R.  2211,  let  me 
express  ABA's  appreciation  to  you,  Mr.  Chairman,  and  the  other  members  of  this 
Subcommittee  for  the  attention  and  effort  you  have  exerted  in  recent  years  toward 
streamlining  the  lending  programs  of  the  FmHA.  As  an  integral  part  of  the  credit 
delivery  system  for  rural  America,  the  commercial  banking  industry  remains  committed  to 
working  with  the  Congress  to  ensure  that  credit  needs  are  met  through  safe  and  sound 
lending  practices,  and  that  agricultural  producers  and  their  communities  remain  viable  in 
the  years  to  come.   One  way  for  banks  to  participate  effectively  in  sound  development 
projects  that  lack  adequate  resources  is  to  form  partnerships  with  the  government 
through  programs  such  as  FmHA  guaranteed  loans.  For  this  reason,  bankers  are 
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encouraged  by  the  changes  and  developments  that  are  being  implemented  at  FmHA. 

These  improvements  are  important  if  the  benefit  of  FmHA  guarantees  is  to  reach 
more  rural  borrowers.   For  a  number  of  years  the  commercial  banking  industry  has  been 
working  closely  with  this  Subcommittee  and  USDA  to  devise  workable  solutions  to 
correct  flaws  in  the  public/private  delivery  system  which  have  impeded  bankers  efforts  to 
aid  undercapitalized  and  financially  marginal  farmers  and  ranchers.   With  your 
leadership,  Mr.  Chairman,  great  progress  was  made  last  year  with  the  passage  of  the 
Agricultural  Credit  Improvement  Act  of  1992.  This  new  law  not  only  provides  a 
framework  to  assist  beginning  farmers  and  ranchers,  it  also  begins  that  difficult  process  of 
streamlining  FmHA.  For  a  number  of  years,  bankers  have  complained  that  the  FmHA 
guaranteed  loan  programs  were  so  complex,  so  plagued  with  delays,  so  user  unfriendly 
that  they  did  not  hold  much  f>otential  for  assisting  undercapitalized  farm  borrowers. 
Year  after  year,  a  portion  of  the  funds  allocated  for  FmHA  guaranteed  farmer  programs 
remain  unobligated.  Consequently,  bankers  have  argued  that  a  streamlined,  lender 
oriented  FmHA  guaranteed  program  offered  the  greatest  promise  of  enhancing  the 
current  credit  delivery  system. 

Last  year's  bill  took  a  giant  step  forward  in  this  area  by  establishing  a  Certified 
Lenders  Program  (CLP)  which  empowers  bankers  to  use  more  of  their  own  lending 
expertise,  and  by  seeking  to  remove  regulatory  impediments  which  have  frustrated  the 
delivery  of  credit  to  rural  America.  In  fact,  Huntington  National  Bank  is  in  the  process 
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of  completing  the  detailed  CLP  application,  and  we  hope  to  be  the  first  in  C:.io  to 
receive  CLP  status.  Although  somewhat  imp>erfcct  in  its  current  form,  we  believe  that 
the  CLP  does  hold  promise  for  the  future.   Rather  than  simply  criticize  the  current 
inability  of  bankers  to  fully  utilize  their  own  credit  expertise  under  CLP,  we  have  chosen 
to  actively  pursue  the  CLP  status  with  the  intention  of  working  with  FmHA  and  Congress 
to  further  improve  it  and  to  ensure  its  success. 

Today,  we  have  been  'asked  to  comment  on  H.R.  2211  which  seeks  to  address  one 
aspect  of  the  issue  of  unobligated  FmHA  guaranteed  funds,  that  which  is  due  to 
limitations  on  the  size  of  FmHA  loans.  First,  we  would  like  to  commend  both 
Congressman  Dooley  and  Congressman  Pombo  for  the  innovative  approach  they  have 
put  forward  for  discussion  in  H.R.  2211.  More  specifically,  Section  2  of  the  bill  would 
establish  an  indexing  formula  to  calculate  loan  limits  for  FmHA  guaranteed  loans.  In 
recent  years,  bankers  from  a  numb«;r  of  areas  in  the  country  (particularfy  California) 
have  expressed  concerns  about  their  inability  to  fully  utilize  the  FmHA  guaranteed  loan 
programs  because  local  farm  values  often  exceed  the  existing  FmHA  guaranteed  loan 
limits  of  $300,000  for  ownership  loans,  and  $400,000  for  operating  loans.  H.R.  2211 
would  provide  more  flexibility  by  enabling  banks  in  those  areas  with  high  land  values  to 
make  larger  guaranteed  loans.  While  the  ABA  is  not  opposed  to  indexing,  and  while  we 
certainly  support  flexibility,  we  are  concerned  that  basing  indexation  solely  on  land  values 
may  unintentionally  penalize  some  regions  of  the  countiy. 
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In  discussing  this  legislation  with  a  number  of  my  banking  colleagues  from  across 

the  country,  concerns  were  raised  by  bankers  from  western  states  with  large  ranches  but 

with  land  values  that  are  below  the  national  average.   While  the  indexation  formula 

outlined  in  H.R.  2211  would  hold  those  regions  harmless  at  the  current  loan  limits,  the 

value  of  the  ranches  themselves  would  remain  too  high  to  be  eligible  for  FmHA 

guarantees.   They  too  would  like  to  see  flexibility  in  the  system,  but  feel  that  in  its 

current  form,  the  indexation  formula  in  H.R.  2211  would  never  help  them. 

In  Ohio,  the  land  values  are  almost  twice  the  national  average,  yet  the  current 
loan  limits  of  FmHA  have  never  been  a  prohibitive  lending  problem  at  my  bank. 
Consequently,  while  indexation  may  have  potential  to  provide  more  flexibility,  land  values 
should  not  be  the  only  criteria.   In  addition,  other  bankers  have  expressed  concerns  that 
using  only  land  values  as  the  basis  for  indexation  overly  emphasizes  real  estate  in  the 
credit  decisions  for  FmHA  guaranteed  loans  rather  than  analysis  that  should  include 
likely  future  production  and  cash  flow  projections. 

In  an  effort  to  better  understand  whether  the  current  lending  limits  are  nationally 
prohibitive,  and  whether  they  remain  a  major  cause  of  unobligated  FmHA  guaranteed 
funds,  the  ABA  has  examined  the  Fiscal  Year  1993  FmHA  year-end  data  to  determine 
the  number  of  guaranteed  loans  made  at  the  maximum  levels.  Of  more  than  2,700 
FmHA  guaranteed  farm  ownership  loans  made  in  FY93,  only  1 1  percent  of  these  loans 
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were  made  at  the  $300,000  limit.'   In  fact,  Oklahoma  had  the  most  loans  at  this  level, 

even  though  its  land  values  remain  below  the  national  average.   Furthermore,  less  than 

one  percent  of  the  9,700  FmHA  guaranteed  operating  loans  made  in  FY93  were  made  at 

the  $400,000  limit.   Although  these  numbers  do  not  reflect  those  loans  that  could  not  be 

made  because  of  the  limits,  they  do  suggest  that  other  input  variables  must  be  examined 

as  a  reason  for  unobligated  year-end  guaranteed  loan  authority. 

This  is  not  to  suggest  that  the  loan  limits  are  not  a  problem  in  some  regions  of  the 
country.   Qearly,  land  values  in  California  have  lessened  effective  bank  participation  in 
the  FmHA  programs  in  that  state.  With  the  amount  of  unused  authorization  available  in 
recent  years,  the  ABA  could  consider  supporting  the  development  of  a  mechanism  that 
would  provide  for  more  flexibility  in  the  current  system  so  long  as  it  does  not  penalize 
any  one  region  of  the  country.  The  ABA  will  be  pleased  to  work  with  this  Subcommittee 
and  FmHA  to  help  devise  a  loan  limit  mechanism  that  is  flexible,  regionally  neutral,  and 
foir. 

I  would  like  to  take  this  opportunity  to  express  ABA  support  for  the  changes  the 
bill  makes  with  respect  to  hired  labor.    Section  3  of  the  bill  changes  the  existing  FmHA 
hired  labor  limits  to  better  reflert  to  reality  of  today's  farming  situation.  Sp>ecifically,  this 
provision  provides  that  FmHA  may  not  deny  a  loan  solely  because  more  than  two 
individuals  are  employed  full-time  in  the  operation  of  a  given  farm  or  ranch.  Hired  labor 


'Source:  "Sutus  of  Loan  utd  Grant  Obligations  Allounenis  or  Distnbuiions,  Fiscal  Year  1993  as  of 
9/30^,*  USDA,  Fanners  Home  Adminisiration,  Finance  OfTice. 
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on  our  nation's  family  farms  is  a  fact  of  modem  farming.   Even  modest  dairy  farms,  for 
example,  have  some  hired  labor,  many  of  which  are  full-time  employees.   Using  the 
existing  hired  labor  rules  no  longer  remains  a  good  indicator  of  a  "family"  farm  operation. 

Mr.  Chairman,  the  ABA  believes  that  there  continues  to  be  a  number  of  factors 
that  discourage  full  utilization  of  FmHA  guaranteed  lending  programs  by  lenders. 
Although  last  year's  credit  legislation  provides  an  excellent  framework  for  future  success, 
it  remains  imperative  that  the  Congress  and  USDA  continue  to  carefully  monitor  the 
implementation  of  laws  and  regulations  so  that  Congressional  intent  is  fully  reflected  in 
the  implementing  regulations.  Workable  FmHA  regulations  can  contribute  enormously 
to  greater  utilization  of  unobligated  guaranteed  funds  that  will  enable  more  financially 
distressed  rural  borrowers  obtain  loans. 

For  example,  the  Agricultural  Improvement  Act  of  1992  called  for  a  "simplified" 
loan  application  for  loans  under  $50,000.  Unfortunately,  the  implementing  regulation 
essentially  requires  a  banker  to  do  as  much  as  would  be  required  of  a  larger,  more 
complicated  application.  The  only  difference  is  that  a  banker  need  not  send  as  much 
material  to  the  FmHA  office.   What  bankers  originally  envisioned  with  a  simplified 
application  was  an  installment  type  loan  similar  to  a  common  auto  or  credit  card 
application.   It  is  our  hope  that  the  FmHA  will  get  together  with  the  lending  community 
to  devise  a  workable,  simplified  application. 
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Another  area  that  discourages  participation  in  the  program  is  the  current  certified 

appraisal  requirement  for  guaranteed  loans.   Under  FmHA  regulations,  all  guaranteed 

loans  must  have  a  appraisal  performed  by  a  certified  or  licensed  appraiser.  This 

requirement  is  contrary  to  current  banking  regulations  that  require  a  certified  appraisal 

only  for  loans  in  excess  of  $100,000.   In  fact,  the  bank  regulators  are  seriously  considering 

raising  this  requirement  for  certified  appraisals  to  loans  in  excess  of  $250,000.   One 

reason  for  the  de  minimis  level  of  $100,000  established  by  the  bank  regulators  is  that  the 

cost  incurred  for  a  certified  appraisal  for  property  valued  below  this  level  --  particularly 

in  rural  areas  --  is  not  offset  by  any  tangible  benefit  from  having  a  certified  appraisal.   A 

certified  appraisal  below  the  de  minimis  level  established  by  bank  regulators  is 

unnecessary  and  prohibitively  costly.   For  this  reason,  we  would  ask  that  FmHA 

recognize  the  same  de  minimis  appraisal  level  established  by  the  banking  regulators. 

In  addition,  there  remain  a  number  of  implementing  regulations  from  the 
Agricultural  Credit  Improvement  Act  of  1992  that  have  not  yet  been  released  for 
comment.   For  example,  the  bankers  are  waiting  to  review  the  regulations  on  those 
provisions  which  would  modify  prohibitive  cash  flow  requirements  discouraging  lender 
participation.   It  is  our  hope  that  these  regulations  will  be  issued  and  implemented  in 
time  for  next  year's  lending  season.   Getting  these  regulations  before  the  banking 
community  for  comment  in  a  timely  fashion  would  certainly  encourage  greater 
participation. 
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Finally,  Mr.  Chairman,  let  me  take  this  opportunity  to  comment  on  a  very  positive 

innovation  that  was  initiated  by  FmHA  in  August  of  this  year.  On  August  12,  the  FmHA 
sponsored  a  national  televideo  conference  linking  their  national  offices  with  hundreds  of 
lenders  from  across  the  country  to  educate  them  on  current  developments  in  the 
guaranteed  lending  program.  This  conference  received  totally  positive  feedback  from  the 
banking  community.  Moreover,  it  enabled  the  national  FmHA  representatives  to  provide 
clear,  consistent  information  at  one  time  to  participating  lenders  from  across  the  country. 
This  type  of  televideo  conferencing  should  be  encouraged  for  the  future. 

In  closing,  I  again  wish  to  commend  Congressmen  Dooley  and  Pombo  for  their 
efforts  to  address  the  FmHA  guaranteed  loan  limitation  issue.   Also,  the  banking 
community  greatly  appreciates  your  leadership,  Chairman  English,  as  you  continue  to 
seek  ways  to  enhance  and  modernize  the  Farmers  Home  Administration  programs. 
Please  be  assured  that  the  ABA  stands  ready  to  work  with  this  Subcommittee  and  the 
Farmers  Home  Administration  to  make  the  FmHA  guaranteed  loan  programs  more 
flexible  and  more  workable  for  more  farm  borrowers  and  lenders  throughout  the  country. 

I  will  be  pleased  to  answer  any  questions  at  this  time. 
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Testiinooy  by  Herbert  Aarons 
On  behalf  of  the  Agricultural  Credit  Opportunity  Coalition 

INTRODUCnON-THE  STORY  OF  THE  ACOC 

The  focus  my  testimony  here  today  will  be  on  the  passage  of  the  Agricultural  Credit  Equity 
Act~HR  2211.   The  main  objective  in  HR  2211  is  to  index  FmHA  guaranteed  loan  limits  for 
each  county  throughout  the  United  States  based  on  the  average  value  of  farm  real  estate  in 
that  county.    If  a  county's  value  of  land  exceeded  the  average  then  the  Secretary  would 
develop  an  indexing  system  to  allow  for  higher  loan  limits-we  have  found  that  land  prices 
correlate  very  strongly  with  the  cost  of  production  based  on  USDA's  own  reports.   It  is  very 
important  to  remember  that  no  area  woald  have  loan  limits  lowered  from  existing  levels. 

The  bill  would  revise  the  family  farm  definition  to  eliminate  the  bias  against  farm 
employment  but  would  still  limit  eligibility  to  family  farms  by  requiring  any  applicant  to  be 
involved  in  the  farm  management.   The  Act  would  make  other  critical  changes  to  permit 
farmers  who  grow  crops  typically  financed  in  "joint  venture*  arrangements  to  be  eligible  for 
FmHA  loan  guarantees. 

As  part  of  our  commitment  to  this  issue,  ACOC  sponsored  a  fact  finding  visit  for  several 
Clinton  administration  USDA  officials  to  review  the  issues  raised  in  HR  221 1.   As  part  of 
that  trip,  the  USDA  people  visited  with  a  number  of  small  farmers  who  were  denied  credit 
based  on  current  law.   ACOC  has  participated  in,  and  commented  on  the  newly  implemented 
Certified  and  Preferred  Certified  Lender  Programs. 

IMPETUS  FOR  LEGISLATION 

Hard  working  farmers  from  CalifOTnia  and  other  high  value  states  are  routinely  denied  credit 
based  on  a  flawed  concepticm  of  what  constitutes  are  a  'real  family  farm*.   There  is  a 
tremendous  need  for  job  development  in  the  U.S.   There  is  widespread  recognition  that  most 
of  the  new  jobs  will  come  from  the  entrepreneurship  of  small  and  medium  sized  businesses. 
Farming  represent  an  integral  part  of  the  small  business  sectcH*.   Farms  are  businesses  that 
can  share  in  the  development  of  new  jobs. 

Minorities,  especially  Latinos,  constitute  a  very  high  percentage  of  farm  workers.   Latinos, 
especially  farm  workers,  have  a  high  and  growing  unemployment  rate.   It  is  inequitable  not 
to  allow  equal  access  to  credit  to  formers  of  equal  size  because  one  raises  crops  that  require 
more  hand  labor  than  another. 

Real  small  farmers  form  the  backbone  of  California's  en<xmeusly  productive,  market  based 
agriculture.   Sixty  one  percent  of  California  farms  are  less  than  49  acres.   Only  Hawaii 
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exceeds  California  in  the  percentage  of  small  farms.   Other  states  with  high  percentages 
include  the  New  England  states,  Florida,  Arizona  and  Delaware. 

The  average  farm  value  of  land  and  buildings  in  California  is  2.5  times  the  national  average. 
There  are  10  states  which  have  higher  average  farm  values.   All  would  benefit  from  a 
revision  in  the  regulations.   California's  farm  income  was  the  highest  of  any  state  with  about 
12%  of  total  national  farm  income.   California  farmers  were  eligible  for  only  $32.5  Million 
in  FmHA  guaranteed  loans  out  of  $1 .6  Billion  nationwide  or  2%  of  the  total.   Because  of  the 
low  loan  limits,  employment  restrictions  and  other  regulatory  impediments,  many  states 
simply  cannot  use  the  FmHA  allocation.   In  1992  for  example,  California  used  only  36%  of 
the  available  operating  loan  funds. 

RESTRICTIONS  REGARDING  FMHA 

Maximum  farm  operating  loans  are  currendy  limited  to  $400,000  and  maximum  farm 
ownership  loans  are  limited  to  $300,000.   The  bill  would  increase  credit  limits  where 
agricultural  land  values  are  higher  than  the  U.S  average.   It  would  not  change  the  existing 
method  of  allocating  guaranteed  loan  funds  to  each  state,  but  would  allow  each  stale  to  better 
use  its  existing  guaranteed  credit  allocation. 

The  bill  would  revise  the  family  farm  definition  so  that  borrowers  would  only  need  to  show 
that  they  were  involved  in  'routine  and  on-going  farm  activities*  and  the  management  of  the 
farm.   The  old  test  of  judging  the  legitimacy  of  a  family  farm  by  looking  at  the  number  of 
workers  not  employed  would  be  scrapped.   A  revision  of  the  faxsuly  farm  definition  is  sorely 
needed  to  reflect  that  family  farms  are  family  run  businesses  which  are  reservoirs  of  job 
growth.   FmHA  regulations  mitigate  against  job  creation  by  denying  Federal  credit  to 
employers  of  farm  workers. 

The  FmHA  guaranteed  loan  program  has  had  a  low  and  acceptable  default  rate.   California 
lenders  have  had  a  long  term  loan  default  rate  of  less  than  .5%.   In  fact,  because  the  lender 
collects  a  1  %  guarantee  fee,  the  (HOgram  has  suffered  no  net  default  losses. 

CONCLUSION 

Government  loan  guarantees  will  become  increasingly  important  to  leverage  Federal  fimds. 
The  Agricultural  Credit  Equity  Act  will  maintain  FmHA's  long  standing  suppcHt  in  Congress 
by  recognizing  California  fanners'  legitimacy  as  fomily  farm  businesses.   The  bill  will 
recognize  more  family  farmers  and  therefore  generate  increased  support  for  the  overall 
FmHA  guarantee  loan  program. 

The  bill  will  eliminate  the  outdated  and  counter-productive  bias  against  employing  farm 
woricers  by  updating  the  definition  of  "family  farm*  to  include  farms  which  grow  labor 
intensive  crops.   The  overall  history  of  the  loan  guarantee  program  is  a  model  for  other 
programs  which  extend  the  level  of  overall  support  by  leveraging  federal  fimds  with  private 
dollars.   The  fear  that  increasing  maximum  loan  limits  will  open  up  the  program  to 
unacceptable  defaults  is  not  borne  out  by  the  default  history  of  die  guarantee  loan  program. 
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Testimony  Before  The  House  Agriculture  Committee 

Sub-Committee  On  Environmental,  Credit  &  Rural  Development 

Modernization  Of  The  Farmers  Home  Administration 

Russell  Katayama 

October  28,  1993 


Good  morning  ladies  and  gentlemen.  My  name  is  Russell  Katayama.  I'm  a  third 
generation  citrus  producer  in  California  and  I  along  with  my  brother  and  father  farm 
300  acres  of  citrus  in  the  San  Joaquin  Valley.  Katayama  and  Sons  is  a  California 
corporation  with  my  brother  Todd  and  i  the  "sons"  in  the  corporate  name. 

We  consider  ourselves  family  farmers.  All  three  families  live  on  the  property. 
We  do  the  work  ourselves  except  for  harvesting  or  the  massive  hedging  and  topping 
operations  which  are  sub-constracted  out. 

Our  farm  is  our  sole  source  of  revenue.  In  our  industry  1 00  acres  is  the  minimal 
amount  of  property  which  can  be  farmed,  in  my  estimation,  to  be  an  economically 
viable  entity.  There  are  smaller  units,  but  the  owner/farmer  either  has  an  alternate 
source  of  income  or  is  combining  several  small  partnerships  into  a  sufficient  size 
operation. 
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Land  values  in  the  San  Joaquin  Valley  for  citrus  have  fallen  dramatically  in  the 

past  few  years.  It  was  not  uncommon  in  the  late  1980's  for  property  to  exchange 
hands  for  $12-15,000  per  acre.  Today  that  same  property  is  selling  for  $8-10,000. 
We  believe  the  market  has  bottomed  out.  Southern  California  acreage  is  much  more 
expensive  as  urbanization  has  increased  land  values.  You'll  note,  however,  that  even 
those  figures  exceed  FmHA  values  for  lending. 

Farming  costs  average  $1,300  per  acre.  This  figure  encompasses  cultural 
activities  only  and  includes  the  power  to  run  our  wind  machines  for  frost  protection, 
our  crop  protection  tools,  water,  labor  and  other  activities.  Harvesting  and  marketing 
add  another  $3,000  per  acre  to  our  costs. 

My  family  and  I  attempted  to  work  with  FmHA  after  the  devastating  freeze  of 
Christmas  1990.  We  lost  95%  of  our  crop.  We  incurred  expensive  rehabilitation 
costs,  had  to  replace  10  acres  of  trees  plus  incur  cultural  costs  for  the  1991/92  crop 
year  prior  to  any  revenue  generation. 

I  should  mention  at  this  time  that  I'm  a  member  of  California  Citrus  Mutual's 
Executive  Committee.  At  the  time  of  the  freeze  i  was  a  director,  and  CCM  worked 
diligently  at  the  state  and  federal  levels  to  help  growers  through  the  disaster. 

Citrus  Mutual  functions  as  a  citrus  producers'  trade  association  and  was  at  the 
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forefront  of  assistance  for  growers  and  farm  workers.  Our  efforts  were  on  many 
fronts  with  Congressional  leaders  such  as  yourselves,  the  previous  administration  and 
state  officials.  We  had  an  excellent  working  relationship  with  USDA  and  the  State 
Farmers  Home  Administration  director  Rick  Mallory. 

I  mention  this  to  indicate  that  if  anybody  was  going  to  be  successful  in  working 
with  FmHA  it  was  us  because  of  our  involvement  and  our  relationships.  Of  the  several 
thousand  growers  who  lost  everything,  only  16  were  able  to  utilize  the  FmHA 
emergency  program. 

That's  a  travesty!  What  good  is  a  program  when  no  one  can  use  it?  Hopes  and 
expectations  were  raised  after  weeks  of  depression  when  all  was  lost.  All  this  was 
dashed  when  reality  set  in.  This  agency  and  its  programs  could  not  help  the  farmer 
it  was  designed  to  assist. 


Reasons  for  disqualification  were  many.  CCM,  in  conjunction  with 
Congressnnan  Dooley  and  others,  attempted  to  overcome  these  obstacles  via 
emergency  regulations  or  clarification  to  existing  rules.  But  the  bottom  line  was  that 
the  founding  fathers  of  FmHA  programs  had  no  knowledge  of  the  perishable  industry 
or  California's  high  value  crops  as  they  drafted  language. 
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Fortunately,  our  historical  need  for  FmHA  has  been  minimal.  But  when  the  need 
was  greatest,  it  wasn't  there.  We  were  ineligible  because  of  our  land  values,  and  that 
is  why  the  indexing  provision  of  HR  221 1  is  so  important.  It  recognizes  the  multitude 
of  variances  across  the  country  in  terms  of  values  and  costs. 

As  I  commenced  the  FmHA  application  process,  became  apparent  that  a 
multitude  of  obstacles  were  going  to  surface.  One  dealt  with  my  ability  to  control  my 
harvest  and/or  generate  revenues  for  my  crop.  In  the  California  citrus  industry,  and 
many  other  permanent  crops,  farmers  ;Jevote  all  their  time  and  energy  to  production. 
We  place  our  harvesting,  packing  and  marketing  in  the  hands  of  somebody  or  some 
entity  that  we  believe  will  optimize  our  returns. 

He  tells  us  when  it  is  the  best  time  to  pick,  how  much  he  will  pick  and  when 
we  can  expect  him  to  resume  harvesting  and  marketing.  Our  fruit  is  stored  on  the 
tree.  We  can  delay  a  harvest,  we  can  pick  one  tree  one,  two  or  three  times, 
depending  on  market  needs.  We  can  pick  "X"  number  of  trees  in  one  grove  and  come 
back  later. 

Much  of  this  decision  making  is  in  the  hands  of  another,  an  expert  in  the 
process,  if  you  will.  But  this  was  an  area  of  concern  with  existing  rules  and 
regulations.  HR  221 1  recognizes  the  need  to  modify  and  addresses  the  situation  in 
a  fair  manner  for  California  agriculture. 
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Many  of  my  neighbors  were  prevented  from  participating  in  the  Emergency  Loan 

Program  because  of  the  narrow  definition  for  family  farms.  My  brother,  Dad  and  I  are 

not  the  unique  ownership  entity  in  the  citrus  industry.   We  are  the  norm.   The  scale 

of  economies  in  farming  citrus  gives  us  greater  opportunities  If  we  work  together. 

Existing  language  fails  to  recognize  that. 

Finally,  I  would  be  remiss  if  I  didn't  mention  one  major  obstacle  to  our 
industry's  utilization  of  the  program,  the  lender  of  last  resort  language.  I  understand 
the  genesis  of  that  direction,  but  in  the  final  analysis,  my  family,  my  friends,  my 
industry  could  not  participate  after  we  had  lost  almost  everything.  Those  who  could 
were  of  the  highest  risk. 

I  was  not  one  of  the  16.  Hopefully,  I  will  not  have  a  future  need.  But  if  it 
freezes  this  Christmas,  I'll  be  devastated  but  not  eligible.  That's  why  we  need  these 
corrective  measures. 
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October  26.  1993 


The  Honorable  Glenn  English,  Chairman 
Environment,  Credit  and  Rural 
Development  Subcommittee 
House  Committee  on  Agriculture 
United  States  House  of  Representatives 
1430  Longworth  House  Office  Building 
Washington,  DC   20515 

Dear  Mr.  Chairman: 

This  is  to  present  the  views  of  the  American  Farm  Bureau  Federation,  America's 
largest  general  farm  organization  with  some  4  million  member  families,  on  H.R.  2211,  by 
Rep.  Dooley  and  nine  other  members  of  the  House  of  Representatives. 

This  bill  would  amend  current  law  applicable  to  the  Fanners  Home  Administradon  in 
the  following  ways: 

1)  Expedites  the  implementation  of  the  FmHA  Certified  Lender  Program,  and 
allows  lenders  with  excellent  credit  records  to  self-certify  loan  guarantees  with 
a  minimum  of  USDA  pre-approval. 

2)  Permits  greater  use  of  hired  labor  on  eligible  family  farms,  so  that  farms 
with  higher  labor  needs  can  also  participate  in  the  FmHA  program. 

3)  Seeks  larger  guaranteed  loan  credit  limits  in  areas  where  land  and 
production  costs  are  higher  than  national  averages,  but  does  not  reduce  these 
limits  in  other  areas  of  the  country. 

4)  Simplifies  the  FmHA  administrative  processes  and  reduces  the  time 
required  for  guaranteed  loan  approval. 

5)  Allows  family  farms  to  participate  in  commodity  marketing  agreements. 

6)  Provides  expanded  eligibility  for  the  FmHA  Emergency  Loan  Program. 
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Farm  Bureau  supports  the  intent  of  H.R.  2211  to  make  FmHA  loan  programs  more 
applicable  to  farmers  in  states  where  specialty  commodities  require  additional  labor  and 
reflect  much  higher  land  values  than  exist  in  other  parts  of  the  nation.   By  the  same  token,  we 
think  it  is  important  that  all  states  be  treated  equitably  with  regard  to  the  various  loan 
programs  and  priorities  as  administered  by  FmHA. 

In  summary,  we  feel  H.R.  2211  makes  a  positive  contribution  toward  addressing  a  real 
and  pressing  problem  in  a  state  that  has  suffered  more  than  its  share  of  social,  geological, 
climatic  and  economic  dislocation  in  recent  years,  yet  has  broad  application  to  essentially  all 
states.  We  look  forward  to  working  with  you,  the  subcommittee  and  the  California  delegation 
to  develop  a  reasonable  and  effective  solution  to  credit  problems  in  this  and  other  high 
production,  high  labor-use  states. 

Please  make  this  statement  a  part  of  your  hearing  record  on  H.R.  2211. 

Sincerely, 


Richard  W.  Newpher 
Executive  Director 
Washington  Office 
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Valley  Small  Business  Development  Corp. 

A  Business  and  Financial  Company 

October  25,  1993 

Mr.  Glenn  English 
Chairman  of  Subcommittee  - 
Environment,  Credit  and  Rural  Development 
1430  Longworth  House  Office  Building 
Washington,  D.C.   20515 

Re:        HR-2211 

Agriculture  Credit  Equity 
Act  of  1993 

Dear  Mr.  English, 

I  am  currently  administering  the  agricultural  lending  program  for  Valley  Small  Business 
Development  Corporation  (Valley).  To  date,  we  have  booked  33  FmHA  OL/FO  loans  In 
the  last  2  1/2  years.  Valley  is  organized  as  a  non-profit,  public  benefit  corporation.    We 
contract  with  the  State  of  California,  Trade  and  Commerce  Agency  to  provide 
guarantees  for  small  business  loans,  and  offer  direct  financing  for  agricultural 
operations  In  the  central  San  Joaquin  Valley.  Our  territorial  boundaries  are  Kern, 
Kings,  Tulare,  Fresno,  Madera,  Merced  and  Stanislaus  Counties.  Direct  farm  loans  are 
provided  by  Valley  borrowing  funds  and  In  turn,  relending  those  funds.  Our  loans  are 
then  guaranteed  by  the  federal  governn^ent  through  the  Farmers  Home  Administration 
(FmHA)  Loan  Guarantee  Program.  Valley  Is  a  certified  lender  for  processing  and 
servicing  FmHA  guaranteed  Operating  iloans  (OL)  and  an  approved  lender  for 
processing  and  servicing  guaranteed  Farm  Ownership  Loans  (FO). 

While  I  am  very  excited  about  the  attempts  to  revitalize  and  streamline  the  FmHA 
guarantee  lender  program,  after  a  careful  review  of  the  proposed  changes  as  outlined  In 
HR-2211,  I  have  some  concerns  on  a  few  points  that  still  remain  unaddressed. 

The  proposed  changes  are  limited  In  scope,  however,  are  a  step  In  the  right  direction. 
Service  in  the  eyes  of  the  Lender,  (ALP  or  CLP),  and  the  borrower  are  measured  on  the 
basis  of  turnaround  time.  A  quick  turnaround  from  the  local  offices  will  insure 
acceptance  in  the  success  of  a  guaranteed  lending  program.  A  lengthy  turnaround 
time  will  only  alienate  current  participating  lenders  as  well  as  to  discourage  new 
participants.  There  Isn't  enough  time  In  any  lending  situation  for  two  separate  and 
distinct  approval  processes.  Any  proposed  changes  to  the  regulations  and  procedures 
administering  the  FmHA  programs  becomes  a  moot  issue  without  first  addressing  the 
one  most  Important  factor  -  which  is  service. 
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The  key  item  In  the  failure  of  the  existing  guaranteed  program  as  well  as  the  continued 
failure  surely  to  accompany  the  new  CLP  has  to  do  with  the  definition  of  a  "completed 
loan  application".   As  It  stands  today,  once  the  county  office  has  determined  that  a  loan 
guarantee  package  is  "COMPLETE",  they  have  45  days  In  order  to  finalized  a  credit 
decision. 

The  key  word  is  "COMPLETE".  According  to  FmHA  procedure,  a  Loan  Guarantee 
package  is  not  considered  complete  unless  an  appraisal  of  all  collateral  accompanies 
the  request.  The  normal  cost  of  an  equipment  appraisal  would  be  approximately 
$250.00;  the  normal  cost  of  a  real  estate  appraisal  Is  typically  around  $3,000.00.  It  Is 
Valley's  policy  not  to  Incur  any  substantial  cost  to  the  potential  borrower  until  the 
applicant  has  been  certified  eligible  and  a  credit  feasibility  analysis  has  been  finalized. 
As  a  courtesy  to  Valley,  some  local  county  FmHA  offices  respond  with  an  eligibility  and 
credit  feasibility  decision  within  an  acceptable  time  period  even  though,  by  FmHA 
standards,  they  don't  have  to  address  the  credit  Issue  unless  the  appraisal  is 
completed.  They  issue  a  verbal  approval  conditioned  upon  the  appraisal  process. 
Once  the  appraisal  is  submitted,  funds  are  obligated  and  a  conditional  commitment  is 
issued. 

The  problem  is  this  -  while  some  offices  are  service  oriented,  others  are  not.  They 
know  that,  according  to  procedure,  they  don't  have  to  respond  until  that  appraisal  Is 
completed.  There  are  no  consequences  to  be  faced  If  they  don't  perform  a  credit 
feasibility  analysis.   Months  can  pass  without  any  activity  on  the  loan  package.  The 
borrower  becomes  irate  with  Valley;  Valley  becomes  frustrated  with  FmHA;  FmHA 
personnel  are  in  compliance  with  procedure.  It  Is  a  "catch  22"  -  no  one  wins. 

There  is  no  reason  that  I  can  see,  why  the  regulations  can't  be  amended  to  exclude 
appraisal  information  from  the  required  completed  loan  application.  Most  Institutional 
credit  decisions  are  made  subject  to  tt^e  appraisal.  In  most  cases  of  loan  guarantees 
with  conventional  lenders,  collateral  is  not  the  issue  -  cash  flow  Is.  Therefore,  the 
collateral  information  is  secondary. 

This  one  minor  change  would  create  accountability  within  each  local  office.  They 
would  have  to  respond  with  a  credit  decision  within  30  days,  as  noted  In  the  new 
regulations.   If  not,  they  would  be  held  accountable  and  have  to  deal  with 
consequences  associated  with  not  performing  their  job  within  the  prescribed  time 
period.  This  one  small  change  would  prevent  loan  applications  from  setting  on  desks 
of  county  FmHA  employees  collecting  dust.  This  proposed  change  Is  small  In  nature 
but  substantial  in  potential  marketability  of  the  Loan  Guarantee  Program.  The  lack  of 
participation  in  the  Guarantee  Program  In  the  past  Is  directly  related  to  the  unnecessary 
processing  delays  within  the  FmHA  system. 

To  me,  Improved  service  is  the  most  important  Issue  that  should  be  addressed  through 
these  proposed  regulations. 
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I  also  strongly  support  the  proposed  Indexation  of  guaranteed  loan  limits  for  counties 
with  above  average  land  costs,  both  on  Operating  (OL)  and  Farm  Ownership  (FO)  loans. 
In  many  parts  of  the  country,  the  existing  limits  are  too  low  to  be  useful  and  productive. 
With  the  proposed  changes,  each  county  would  be  adjusted  according  to  their  own 
unique  area  rather  than  compared  to  the  standards  of  another  county  in  another  state. 

Specifically,  the  agricultural  Industry  in  my  area  is  highly  intensified  as  the  San  Joaquin 
Valley  is  the  food  basket  of  the  world.   Due  to  the  nature  and  cost  of  permanent 
plantings,  a  relatively  small  farmer  of  40  acres  cannot  qualify  for  financing  due  to  the 
low  dollar  limits  currently  set. 

If  rectified,  I  can  see  a  new  interest  developing  in  the  guarantee  program.  There  is  no 
reason  why  the  guarantee  program  can't  be  a  profit  generating  program  for  the  United 
States  Government.  The  interest  from  commercial  bankers  and  the  Farm  Credit  Banks 
exists.. .we  need  to  establish  flexibility  within  the  system.  This  proposed  change 
certainly  makes  the  guarantee  program  attractive  to  the  lenders,  but  more  Importantly, 
this  change  is  necessary  to  insure  the  survival  of  the  medium  size  farms.   Look  at  this 
statistic  -  *  California  is  the  number  one  farming  state.  However,  due  to  the  low  credit 
limits  set  by  FmHA,  it  is  20th  in  total  dollar  volume  use  of  the  FmHA  Guaranteed 
Program  and  is  46th  when  compared  on  the  basis  of  proportionate  use  (size  of  the 
guaranteed  program  use  vs.  size  of  the  ag  industry). 

Secondly,  vesting  of  real  property  in  the  operating  entity  name  as  It  Is  required  on  (FO) 
Farm  Ownership  loans  creates  a  myriad  of  problems  for  lenders  and  borrowers  alike. 
In  most  partnerships  and  corporations,  the  land  is  commonly  vested  In  one  of  the 
principals  name  (i.e.  the  parent's  name)  rather  than  the  operating  entity.   As  such,  they 
are  not  eligible  for  financing.  In  the  case  of  the  prudent  farm  entrepreneur  who  has 
transferred  the  title  to  his  property  to  a. trust  in  order  to  minimize  tax  consequences  to 
his  operation,  he  becomes  victim  to  procedure  as  FmHA  does  not  allow  any  loans  to  be 
made  to  trusts.   I  personally  have  turned  down  more  potential  loans  due  to  this  one 
requirement  in  procedure  than  any  other  provision  cited. 

Another  critical  point  for  discussion  is  the  use  of  refinance  funds  on  an  Farm 
Ownership  (FO)  Loan.   FmHA  procedure  1980.180  (c)  (3)  (Fi)  #4  states  : 

Refinance  debts  subject  to  the  following: 

(i)        the  applicant's  present  creditors  will  not  furnish  credit  at  rates  and  terms 
the  applicant  can  meet. 

(li)        The  lender  will  verify  the  need  to  refinance  all  secured  debts  and  major 
unsecured  debts.  The  unpaid  balance  on  the  debts  to  be  refinanced  will 
also  be  verified. 

*  As  taken  from  the  California  Farmer 
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It  does  not  specify  that  you  cannot  refinance  real  estate  equities  to  re-establish 
working  capital  within  your  operation.  Yet  this  is  a  key  Issue  with  many  of  the  banks 
that  Valley  is  associated  with.  Many  local  financing  institutions  require  a  20%-30% 
margin  requirement  for  crop  financing.  There  are  very  few  real  estate  lenders  active  in 
this  area  -  the  market  is  just  not  available.   Many  farmers  come  to  Valley  since  we  also 
are  the  lender  of  last  resort  and  our  margin  requirements  on  real  estate  loans  are  less 
than  the  Farm  Credit  Bank  or  the  commercial  lenders.  However,  we  are  unable  to 
assist  these  farmers  due  to  the  lack  of  a  better  definition  of  working  capital  In 
procedure.  This  point  has  been  discussed  in  depth  with  local,  state  and  federal  FmHA 
officials  with  a  variety  of  interpretations.  I  have  presented  it  for  appeal  and  am  awaiting 
a  decision  form  the  National  Appeals  staff  -  see  Case  Study  III  for  detail. 

Also,  the  lenders  fee  paid  to  FmHA  should  be  reduce  to  1/2%  (.5)  rather  than  1%  as  it 
stands  today.   Due  to  the  proposed  decreased  paperwork,  reduced  analysis  and 
servicing  requirements,  why  should  the  borrower  continue  to  pay  1%. 

Another  issue  of  concern  important  to  Valley's  lending  program,  as  well  as,  several 
local  community  banks  and  lending  institutions  Is  concurrent  approval  for  the  certified 
lender  program  for  all  Farm  Ownership  (FO)  loans.  The  bulk  of  the  financial  need  and 
interest  by  the  borrower  and  bank's  demand  lies  in  the  FO  program.   Congress  should 
realize  that  these  loans  are  historically  better  collateralized,  lesser  risk  and  more 
profitable  than  OL  loans.  These  loans  are  also  easier  to  service  and  monitor  by  both 
the  FmHA  office  and  the  commercial  CLP  lender.   If  Congress  wishes  for  the  program 
to  be  successful,  then  they  need  to  approve  the  CLP  program  for  all  facets  of  FmHA 
programs.  With  only  half  the  program  earmarked  for  the  certified  program.  It  Is  like 
FmHA  is  jumping  out  of  an  airplane  with  only  half  a  parachute.. .It  just  doesn't  make 
common  sense. 

CASE  STUDY  I 

The  Gilcrease's  are  farmers  and  FmHA  borrowers  in  Lemoore,  California.  They  have  a 
problem  that  is  similar  to  a  lot  of  farmers  in  the  United  States. ..FmHA  has  a  blanket  lien 
on  all  real  estate,  crops  and  equipment  (FmHA  requires  a  blanket  lien  on  all  available 
collateral).  This  blanket  lien  exists  even  though  the  Gilcrease's  did  not  obtain  short 
term  credit  on  their  crops  and  equipment.  The  blanket  lien  causes  the  most  problems 
every  year  as  the  Gilcrease's  seek  their  annual  crop  financing  needs.  A  subordination, 
If  approved,  allows  the  primary  financing  Institution  a  1st  lien  position  on  crops  and 
equipment  -  in  return  for  the  funding  necessary  to  grow  the  crops.  If  the  subordination 
is  not  approved,  the  grower  can  not  obtain  financing  to  grow  the  crops  and  the  existing 
FmHA  would  go  into  default  as  the  farmer  could  not  generate  monies  to  repay  his  debt 
obligations. 

Most  conventional  lenders  handle  subordinations  in  a  rubber  stamp  method.  A  banking 
Institution  really  has  no  choice  but  to  approve  the  subordination.  A  cursory  review 
may  be  necessary  but  certainly  a  complete  loan  analysis  should  not  be  required. 
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A  copy  of  a  letter  is  enclosed  with  this  package  of  the  harassment  that  we,  as  a  lender, 
must  endure  to  obtain  a  standard  release  and/or  subordination  for  crop  financing. 
Under  current  procedure,  a  release  of  collateral  Is  not  permitted  at  all,  even  though  the 
FmHA  loans  are  well  secured  (as  per  Jeff  Dietz,  Farmer  Program  Specialist,  State  FmHA 
Office  -  California).   A  subordination  request  complete  with  8  required  forms  must  be 
submitted  to  the  local  county  office  as  well  as  the  state  office  every  year.  In  1992,  the 
entire  process  required  55  days,  20  hours  of  my  time  and  countless  man  hours  from 
the  FmHA  staff.  This  subordination  process  had  already  been  approved  earlier  in  1992 
once.  The  second  time,  as  enumerated  above,  and  now  here  we  go  again! 

What  a  waste  of  time  and  money  on  behalf  of  the  government,  private  industry  and  the 
farmers  involved. 

Recommendation: 


1)  FmHA  should  not  be  required  to  take  a  blanket  lien  position  on  ail  available 
collateral  on  any  future  direct  or  guarantee  loans.  Lending  standards  call  for 
proper  and  adequate  collateral  for  the  loan  requested. 

2)  On  existing  FmHA  direct  and  guarantee  loan,  provisions  should  be  made  to 
allow  for  release  of  collateral,  specifically  for  crop  financing  needs. 

3)  The  subordination  process  should  be  streamlined  with  approval  on  the  county 
level  only.  Also,  a  time  limit  for  approval  from  the  county  office  should  be  set  at 
7  working  days. 

CASE  STUDY  II 

Howard  Moran  of  Coallnga,  California  needs  monies  to  refinance  existing  debt  from 
Wells  Fargo  Bank  due  to  a  balloon  payment  due  on  his  real  estate  loan  made  in  1985. 
Applicant  can  not  obtain  financing  from  conventional  lenders  because  it  is  located  in 
Westlands  Water  District.  Although,  applicant  has  a  class  II  water  allotment,  he  also 
has  a  secondary  source  of  water  through  deep  wells  on  the  subject  property. 

Was  told  initially  by  the  local  FmHA  office  that  they  couldn't  help  him  because: 

(1)  The  total  amount  of  the  requested  FO  exceeds  guarantee  limits  of  $300,000;  FO 
direct  lending  limits  of  $200,000. 

(2)  The  partnership  cannot  refinance  the  property  because  land  is  vested  in  the 
individual  partner's  names. 

(3)  The  Individuals  could  request  2  separate  FO  loans  with  individuals  vesting  as  a 
purchase  but  they  could  not  refinance  partnership  debt  (non  Individual  debt). 
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(4)        One  of  the  individuals  has  commercial  lots  that  have  little  marketability  or  value. 
However,  the  initial  loan  officer's  response  was  to  liquidate  these  non  essential 
assets  prior  to  the  initiation  of  the  loan.  If  they  were  not  eliminated,  the  loan 
could  not  be  processed. 

The  first  objection  could  be  eliminated  through  legislation  proposed  under  HR2211. 
Secondly,  if  the  FmHA  loan  officer  researched  the  proposal  more  comprehensively,  he 
would  have  discovered  he  could  have  structured  one  loan  of  $200,000  to  each 
individual  -  therefore  not  exceeding  FmHA  existing  regulation. 

The  second  point  illustrates  the  conflict  In  procedure  regarding  vesting  of  property  as 
long  as  there  is  sufficient  collateral  offered  either  through  the  operating  entitles, 
guarantees,  trusts,  or  third  party  pledges  and  that  collateral  is  properly  secured,  there 
should  be  no  differentiation  as  to  how  property  is  vested. 

The  third  point  is  one  of  interpretation.   1  can  find  nothing  in  procedure  that  states  this 
point  specifically.   However,  many  county  office  personnel  came  up  with  this  objection. 
Further  clarification  is  needed  here.   It  should  not  matter  how  the  debt  of  the  property 
is  vested.  If  it  is  a  lien  against  the  subject  property,  then  it  belongs  to  that  property. 

The  fourth  point  of  non-essential  assets  has  already  become  an  obsolete  point  on  most 
FmHA  programs  with  the  exception  of  the  FO  program.  Common  sense  would  dictate 
to  the  prudent  lender  when  or  when  not  to  require  the  liquidation  of  other  assets. 
However,  the  point  is  the  lender  and  FmHA  should  have  the  flexibility  to  make  that 
decision. 

As  it  stands  under  current  procedure,  this  Coalinga  farming  family  who  has  farmed 
since  the  1940's  stands  to  lose  all  of  their  farm  property.  The  lender  of  last  resort 
(FmHA)  due  to  an  inflexible  operations  manual  (procedure)  has  let  another  deserving 
family  farmer  slip  through  the  cracks. 

RECOMMENDATION: 

1)  Raise  loan  limits  according  to  the  recommendations  of  HR2211. 

2)  Eliminate  vesting  of  real  estate  as  a  requirement  for  loan  eligibility. 

3)  Eliminate  any  designation  or  limitation  on  refinancing  requirements. 

4)  Eliminate  the  reference  to  liquidation  of  non-essential  assets  from  the  FO  loans. 
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CASE  STUDY  III 

Rising  Farms,  a  farming  partnership  In  Tipton,  California  sought  refinancing  funds  on 
an  FO  loan  from  Valley  to  refinance  debt  owed  to  their  primary  crop  financier,  RCO  Ag 
Credit.  The  loans  were  to  be  amortized  over  30  years  with  a  15  year  balloon.  RCO  Ag 
Credit  was  making  a  demand  on  their  debt.  The  end  result  of  a  finalizatlon  of  a  FO  loan 
would  be  Rising  Farms  would  have  the  necessary  20%  margin  to  qualify  for  1994  crop 
financing.  The  local  county  office  denied  financing  citing"  the  use  of  Guaranteed  Farm 
Ownership  loan  funds  for  working  capital  is  not  included  as  an  authorized  loan  purpose 
in  FmHA  Instruction  1980-B,  Section  1980.180(c).  Well,  I  can't  see  where  the  use  of 
loan  funds  for  working  capital  Is  specifically  excluded  from  procedure. 

This  case  Is  currently  on  appeal.  However,  this  example  clearly  defines  a  weakness  in 
the  provision  in  procedure. ..you  can't  leave  something  this  Important  and  complex  up 
to  interpretation.  Also,  the  FmHA  administration  can't  afford  to  exclude  this  Important 
vehicle  for  a  farmers  financial  health. 

RECOMMENDATION: 

1)         Amend  current  procedure  to  allow  OUFO  refinancing  funds  to  be  used  as 
working  capita!  as  an  authorized  purpose. 

Improved  credit  approval  turnaround  time  from  the  local  FmHA  offices  would  be  the 
most  important  change  in  the  Loan  Guarantee  Program  since  its  inception.  With  this 
minor  alteration,  the  FmHA  Loan  Guarantee  Program  certainly  could  attract  new 
participants,  stimulate  more  capital  for  American  agricultural  as  well  as  the  economy 
and  perform  the  function  for  which  FmHA  was  created  -  to  "SERVICE"  the  agricultural 
industry  in  America.  y 

I  would  appreciate  your  support  and  assistance  In  the  recommendation  of  this  change. 
I  have  long  been  an  advocate  of  FmHA  programs  and  the  agricultural  industry.  If  you, 
as  a  representative  of  American  agriculture,  are  as  concerned  as  I  am,  about  the  lack  of 
available  financing  to  the  small  farmers  of  this  nation,  then  we  need  to  work  together  to 
promote  these  small  changes  in  the  regulations  which  will  be  a  potentially  beneficial 
change  for  the  FmHA  system  and  Loan  Guarantee  participants. 

Thnak  you  for  allowing  me  the  opportunity  to  be  Involved  In  this  hearing. 

Yours  truly, 


Debbie  Raver 
Senior  Loan  Ofp6er 
Agrfcultural  -Department 

(Attachments  follow:) 
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Octoberl,  1993 

Farmers  Home  Administration 
Attn:   Ms.  Ann  Manos 
680  N.  Campus  Drive,  Suite  0 
Hanford,  CA  93230 

Re:      Jeffrey  A.  Gllcrease 

Dear  Ms.  Manos, 

Endosed  please  find  the  following  documents  relating  to  the  request  for  1994  crop 
financing  from  RCO  Ag  Credit  and  release  of  the  UCC-1  filing  on  crops  on  Jeffrey  A. 
Gllcrease: 

1)  Completed  and  signed  FmHA  410-1  Application  for  FmHA  Services 

2)  Completed  and  signed  FmHA  431-2  Farm  &  Home  Plan  for  1994 

3)  Completed  and  signed  FmHA  431-2  Farm  &  Home  Plan  for  1993  actual  Income  & 
expenses 

4)  Completed  and  signed  FmHA  1962-1  Agreement  for  the  Use  of  Proceeds 

5)  Completed  and  signed  FmHA  410-9  Privacy  Act 

6)  Certification 

7)  Loan  Proposal  for  RCO  Ag  Credit 

8)  Budget  &  Cash  Row 

9)  IRS  Tax  Return  Summary 

10)  1992  Tax  Returns 

OCT   -4  1993 

11)  Rent  Schedule 

12)  Historical  Cotton  Production  &  1992  Alfalfa  Production 

13)  Sumrt«»y«r  «TO*Wft>ffi*S«e.  California 93721  •  (209)  268-0166  •  fax (209)  268-9:63 
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14)  ASCS  Worksheet 

15)  Lease  Agreement  •  Clark 

The  primary  financing  of  $218,000  wlii  be  provided  by  RCO  Ag  Credit.  However,  Valley 
Small  Business  will  be  supporting  this  request  with  a  90%  loan  guarantee.  We  are 
requesting  a  full  release  of  your  UCC-1  filing  on  crops  for  two  reasons: 

1)  Valley  Small  Business  will  not  allow  a  secondary  Men  position  on  the  primary 
collateral  pledged  for  the  loan  (l.e.  crops). 

2)  All  equipment  debt  has  been  paid  In  full.  Therefore,  your  equity  position  has 
improved.  This  is  as  shown  below: 


FmBA  Loan  43-04 
FmHA  Loan  43-05 

$  48,009 

77,380 

$125,389 

3rd  T/D  -  R/E 
Est.  A.V. 

less:  1st  T/D  -  FIB 
:  2nd  T/D  -  T.A. 

$325,000 
(  165,410) 
(   63,000) 

$228,410 

Ist  lien  position  -  equipment 

Est.  Value 

Total  Collateral 

Est.  Collateral  Margin 

Est.  Loan  Basis 

$200,000 

$428,410 

$303,021 

29% 

In  light  of  the  equipment  lien  payoffs,  it  would  appear  that  ample  collateral  Is  available 
to  cover  your  loan,  without  the  blanket  UCC-1  filing  on  crops. 

T 

I 

Time  Is  of  the  essence.  We  request  your  Immediate  attention  to  this  matter  as  this 
sut>ordination  must  be  finalized  by  year  end. 

If  you  have  any  questions  or  should  you  require  further  Information,  please  call  me 
immediately. 

Yours  truly. 


Debbie  Raven 
Loan  Officer 
Agricultural  Department 


DR/ef 
end. 

cc:       RCO  Ag  Credit  -  Ken  Billings 
Jeff  Gilcrease 
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RECEIVED  OCT     8  \99a  . 


UNITED  STATES  FARMERS  680  Campus  Dr..  Sto.  D 

DEPARTMENT  OF  HOME  Hanford,  CA   932  30 

AGRICULTURE  ADMINISTRATION         (209)  584-9227 

FAX  (209)  584-8715 
Office  Hours   8:00-4:00 


October  7.  1993 


ATTEN:   Debbie  Raven 

Valley  Small  Business  Development  Corp. 

955  "N"  Street 

Fresno,  CA   93721 


Dear  Ms .  Raven : 


Farmers  Home  Administration  has  received  your  request  for  a  possible  FmHA 
guaranteed  operating  loan  for  Jeffrey  Gilcrease  on  October  4,  1993. 
After  reviewing  this  request,  our  office  has  determined  that  this  request 
is  incomplete.   In  order  for  FmHA  to  consider  your  request,  the  following 
information  should  be  submitted  to  the  Hanford  County  Office  within  20 
days,  October  27,  1993: 

1.   Applicants,  Jeffrey  and  Karen  Gilcrease  to  complete  items 

t  11,  16,  and  17  of  form  FmHA  410-1.   Item  «11  references  an 
attached  schedule.   However,  the  attached  schedule  verifies 
882.6  acres  rented  instead  of  the  843  acres  claimed  in  item 
110.   Also,  the  attached  schedule  verifies  836.9  crop  acres 
rented  instead  of  the  796  acres  claimed  in  item  110.   Please 
explain  discrepancy.   Item  #16  needs  to  be  completed, 
especially  the  amount  of  loan  requested  and  the  operating 
expenses  to  be  paid  from  this  loan. 

I 

Item  117  Applicaurtts ,  Jeffrey  &  Karen  Gilcrease  to  provide  verification 
and/or  documentation  as  of  9/21/93  on  the  following  items: 

1.  $5,000  in  savings  or  checking  accounts. 

2.  Green  chop  receivables  of  $3,750. 

3.  Final  Cotton  advance  of  $8,600. 

4.  1993  remaining  ASCS  balance  of  $30,000.00. 

5.  Expenses  for  1993  Cotton  -  $237,250. 

6.  Expenses  for  1993  Alfalfa  -  $81,395. 

7.  Cost  to  Harvest  -  $90,000. 

8.  Retains  -  Stratford  Growers  -  $10,000. 

9.  Value  of  $294,800  for  machinery,  equipment  and  vehicles. 

10.  Value  of  FLB  coop  stock  -  $10,160. 

11.  Value  of  Coop  retains  -  $10,000. 

12.  Value  of  100  acres  and  residence  -  $325,00. 

13.  Debt  to  Western  Cotton  Growers  -  $151,00. 

14.  Debt  to  FLB  -  $165,410. 

15.  Debt   to  Transamerica    -    $63,000. 

Firwrt  HoM  Mtiniitrttion  li  in  itatl  Occortunitv  Ltndtr; 
Cewlimtt  o(  iitcriiinition  ihouU  b»  ient  to: 
5«crttify  of  Oanculturt,  Uiihinqton,  D.C.    gOKO 
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2.  Verification  of  off-farm  employment,  if  any.   Complete 
Form  1910-5. 

3 .  Commercial  credit  report  or  other  information  concerning 
applicants'  credit  history. 

k.        Proposed  loan  agreements.  (Must  contain  at  least  items  in 
Attachment  D ) . 

5.  Must  receive  Form  AD-1026-R  from  RSCS  or  Form  SCS  CPA-26,  "Highly 
Erodible  Land  and  Wetland  Conservation  Determination,"  from  the 
SCS  on  all  land  owned  and  rented  by  Jeffrey  and  Karen  Gilcrease. 
This  requires 'the  applicant  to  provide  a  Form  AD-1026  or  AD-1026U 
to  the  ASCS  if  not  previously  submitted. 

6.  Form  FmHA  1940-20,  "Request  for  Environmental  Information"  on  all 
land  owned  and  rented  by  Jeffrey  and  Karen  Gilcrease. 

7.  Form  FmHA  440-32,  "Request  for  Statement  of  Debts  and  Collateral," 
For  secured,  such  as  Federal  Land  Bank,  Transamerica  and  Western 
Cotton  Growers,  as  major  debts.   The  revised  form  440-32  should  be 
completed  in  its  entirety,  both  front  and  back  along  with  creditors' 
signature  and  date. 

8.  Appraisal  of  Collateral.   For  loans  to  be  secured  by  chattel 
property.  Form  FmHA  440-21,  "Appraisal  of  Chattel  Property,"  for  all 
farm  equipment  and  machinery  owned  by  Jeffrey  and  Karen  Gilcrease. 
Only  do  this,  if  this  will  be  taken  as  guarantee  operating  loan's 
security. 

9.  Actual  financial  information  for  1993  to  include  income  and 
expenses . 

10.  Production  history  for  the  past  5  years  on  all  land  owned  and 
rented  by  Jeffrey  and  Karen  Gilcrease. 

11.  Current  financial  condition,  1993  Farm  and  Home  plan  to  be 
completed  in  its  entirety,  iincluding  balance  statement,  projected 
expenses  for  1993  to  12/93  rather  than  to  8/93.   This  is 
necessary,  since  the  1993  Farm  and  Home  Plan  projected  income  to 
12/93. 


12.  Projected  crop  production  for  1993  on  all  land  owned  and  rented  by 
Jeffrey  and  Karen  Gilcrease. 

13.  Projected  crop  production  for  1994  on  all  land  owned  and  rented  by 
Jeffrey  Gilcrease. 

14.  Monthly  crop  income  and  expense  statement  for  1994.   This  1994 
cash  flow  statement  should  be  on  Form  CAL  441-5.   This  statement 
should  include  crops  grown  on  all  land  rented  and  owned  by  Jeffrey 
Gilcrease. 

15.  Loan  repayment  plan. 

16.  Lender's  plan  for  servicing  loan  and  providing  any  management 
assistance  to  the  borrower  (may  be  covered  in  the  loan 
agreements ) . 

17.  Attachment  3  of  Exhibit  A  (FmHA  Instruction  1980-B). 
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18.  A  copy  of  any  lease,  contract,  or  agreement  entered  into  by  the 
applicant  which  may  be  pertinent.   Copy  of  written  lease  from 
Berry  Gilcrease  for  290  acres  -  $29,000  cash  lease.   Also, 
written  lease  from  Berry  Gilcrease  regarding  316  acres  to  be 
purchased  from  Stewart  Clark.   If  a  written  lease  is  not 
obtainable,  a  statement  setting  forth  the  terms  and  conditions  of 
the  agreement  is  needed.   Therefore,  please  submit  this  statement 
for  the  verbal  leases  with  Ester  Hanseth,  Sharon  Jacobs,  Brant 
Hubamks ,  Ruth  House,  and  Zola  Flory. 

19.  Form  AD-1048,  "Certification  Regarding  Debarment  ..."  must  be 
signed  by  all  applicants.   Jeffrey  and  Karen  Gilcrease,  must 
obtain  the  signature  of  dealers  or  suppliers  for  each  business 
transaction  that  is  $2  5,000  or  more. 

20.  Exhibit  A- 2  to  FmHA  Instruction  1940-Q  for  all  guaranteed  loans 
exceeding  $150,000. 

21.  Who.  is  RCO  Ag  Credit? 

Since  your  FmHA  guaranteed  loan  request  is  incomplete  and  missing  the 
above  21  items,  our  office  is  returning  the  request  to  you.  Once  you 
provide  a  complete  request  to  FmHA,  then  we  will  further  consider  it. 

Also,  in  your  10-1-93  letter  you  requested  that  FmHA  fully  release  our 
financing  statement  on  the  crops  grown  by  Jeffrey  and  Karen  Gilcrease. 

It  appears  FmHA  won't  be  able  to  grant  that  request.  However,  FmHA  will 
consider  a  subordination  of  the  199<k  crops.   In  order  for  FmHA  to 
consider  a  request  for  subordination,  the  following  information  should  be 
provided  to  the  Hanford  FmHA  office  within  20  days,  October  27,  1993. 

1.  Letter  from  lender  requesting  the  subordination  to  include  the 
amount  of  loan,  purpose  pf  loan  funds,  verification  that 
lender  will  not  make  loan  unless  FmHA  agrees  to  subordination, 
and  the  amount  of  subordination  requested. 

2.  1993  Subordination  of  $216,822  to  Western  Cotton  Services  paid 
in  full  and  returned  to  Hanford  County  Office. 

3.  Certification  that  the  loan  funds  will  not  be  used  for  any 
purpose  that  will  contribute  to  excessive  erosion  of  highly 
erodible  land  or  to  the  conversion  of  wetlands  to  produce 

an  agricultural  commodity,  as  further  explained  in  Exhibit  M 
to  Subpart  G  of  Part  19<i0  of  this  chapter.  This  requirement 
will  be  monitored  throughout  the  term  of  the  loan. 

4.  Form  FHA  460-2  Calif.  Subordination  by  the  Government, 
completed  by  the  lender. 

5.  Form  FmHA  431-2,  "Farm  and  Home  Plan"  for  1994,  which  will 
show  the  subordination  and  repayment.   Also,  Form  FmHA  431-2 
"Farm  and  Home  Plan"  for  1993. 


6. 


Form  FmHA  465-1,  "Application  for  Subordination"  completed 
by  Jeffrey  and  Karen  Gilcrease. 
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7.   Form  FmHA  1944-3  "Budget  and/or  Financial  Statement"  completed 
by  Jeffrey  and  Karen  Gilcrease. 


8. 
9. 


10. 


Terms  and  conditions  of  the  RCO  Ag  Credit  loan. 

Form  (.10-1,  "Application  for  FmHA  Services."   This  can  be  same 
one  submitted  for  guarantee  loan,  but  just  add  subordination 
request. 

Form  1962-1  "Request  for  use  of  Proceeds/Release  of  Chattel 
Seciirity"  . 


11.  Jeffrey  and  Karen  Gilcrease  sign  new  security  agreement, 
FmHA  kkO-ii. 


The  Federal  Equal  Credit  Opportunity  Act  prohibits  creditors  from 
discriminating  against  credit  applicants  on  the  basis  of  race,  color, 
religion^  national  origin,  sex,  marital  status,  handicap,  or  age 
(provided  that  the  applicant  has  the  capacity  to  enter  into  a  binding 
contract),  because  all  or  part  of  the  applicant's  income  derives  from  any 
public  assistance  program,  or  because  the  applicant  has  in  good  faith 
exercised  any  right  under  the  Consumer  Credit  Protection  Act. 
The  Federal  agency  that  administers  compliance  with  the  law  concerning 
this  creditor  is  the  Federal  Trade  Commission,  Equal  Credit  Opportunity 
Washington,  D.C.  20580. 

If  the  above  information  isn't  submitted  to  the  Hanford  FmHA  office  by 
October  27,  1993,  then  FmHA  will  be  unable  to  consider  your  request. 

If  you  have  any  questions,  then  contact  me  at  584-9227. 
Sincerely, 


Ot^  '77)    /?}e.'y'' 
ANN  M.  MANOS 
COUNTY  SUPERVISOR 
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The  Honorable  Glenn  English  denver.co80217 

Chairman  tel:(303)74(M2oo 

Subcommittee  on  Environment, 
Credit  and  Rural  Development 
U.S.  House  of  Representatives 
Washington,  DC  20515 

Dear  Mr.  Chairman: 

Thank  you  for  the  opportunity  to  provide  our  views  on  H.R.  2211,  the  Agricultural 
Credit  Opportunity  Act  of  1993.  The  Farm  Credit  System  has  long  worked  in 
partnership  with  the  Farmers  Home  Administration  through  its  guaranteed  loan 
programs  to  ensure  an  adequate  supply  of  credit  to  our  nation's  farmers  and  ranchers. 
We  support  efforts  to  provide  the  program  with  needed  flexibility  to  adapt  to  the 
regional  differences  in  agriculture. 

The  changes  called  for  in  H.R.  2211  would  remove  impediments  to  fuller  use  of  the 
FmHA  guaranteed  loan  program.  Current  regulations  disqualify  certain  segments  of 
family  farmers  from  participation  in  the  FmHA  guaranteed  loan  program.  For  example: 


■  Restrictions  on  the  number  of  full-time  employees  a  family  farm  can  have 
discriminates  against  farmers  producing  labor  intensive  crops  who  need  more 
than  two  full-time  helpers. 

■  Prohibitions  precluding  a  guaranteed  loan  applicant  from  entering  into  an 
agreement  with  shippers  who  share  in  the  proceeds  of  the  sale  of  the 
applicants  crop  eliminate  many  small  farmers  whose  economic  situation  forces 
them  to  share  the  risk  of  their  operation  and  seek  help  in  transporting  their 
products. 

■  Nationwide  limitations  on  the  number  of  acres  an  applicant  for  the  guaranteed 
program  can  farm  and  the  amount  an  individual  farmer  may  borrow  do  not 
recognize  regional  differences  in  the  cost  of  production  and  size  of  operation. 

As  the  Federal  government  continues  to  emphasize  guaranteed  loans  and  downsizes 
its  direct  farm  loan  programs,  it  is  critical  that  the  Farmers  Home  Administration  be 
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provided  the  discretion  to  adapt  to  meet  the  unique  and  changing  needs  of  agriculture 
in  every  region  of  the  nation. 

Mr.  Chairman,  thank  you  again  for  the  opportunity  to  provide  our  comments.  As 
always,  we  look  fonivard  to  working  with  you  and  other  members  of  the  sut>committee 
as  you  consider  this  important  legislation. 

Sincerely. 


William  R.  Weber 
President  and  CEO 
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